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TUESDAY, NOVEMBER 5, 1957 


Unirep States SENATE, 
Setecr CoMMITTEE ON SMALL BusINEss, 
Miami, Fla. 

The committee met, pursuant to recess, at 10:10 a. m., in the com- 
mission meeting room, Municipal Justice Building, Miami, Fla., Sen- 
ator George A. Smathers presiding. 

Present : Senator Smathers. 

Also present: Walter B. Stults, staff director, and Robert L. Wea- 
dock, professional staff member. 

Senator Smatuers. The meeting will come to order. 

This is the sixth in a series of 14 hearings currently being con- 
ducted throughout the country by the Senate Small Business Com- 
mittee concerning the effect of Federal tax programs upon the smaller 
firms of our economy. 

Although we are well aware that the problems currently confront- 
ing the small-business community are many and varied, this particu- 
lar set of hearings is to be limited to a consideration of Federal tax 
matters only. 

A similar program was undertaken by this committee some 5 years 
ago, at which time 7 cities were visited and testimony was received 
from over 100 witnesses. At the conclusion of that study, a unani- 
mous report was filed with the Senate setting forth the findings and 
recommendations of the committee. I am happy to say that most of 
the recommendations of that report were subsequently written into 
law, much to the benefit and assistance of the small-business man. 

However, it has become increasingly apparent to us, as it certainly 
must have to you small-business men present here this morning, that 
the enactment of those proposals was not sufficient to overcome all 
of the obstacles which have been placed in the growth path of the 
smaller firms over the past few years. 

I am certain that most of you in this room realize that in these 
times, all is not well with the small-business man. It has become evi- 
dent that a number of the ills besetting this highly important segment 
of our economy, grow out of our Federal tax laws. Once again, there- 
fore, the members of this committee have concluded that it is neces- 
sary to consult directly with representatives of American small busi- 
ness in order to obtain their views and recommendations regarding 
these problems. 

The purpose of this study is actually twofold. Initially, we hope 
to learn from you spokesmen, and from the committee’s own research 
and study, the extent to which the Federal tax laws, and the admin- 
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istration of those laws, imposes any unfair burden upon small 
business. 

Secondly, we want the benefit of the views and recommendations 
of you witnesses as to what we in Congress should do about this prob- 
lem, what priorities we should set for enac ting reforms, and also how 
you feel about the various proposals which have already been made 
in the Senate and the House of Representatives to bring about a les- 
sening of these difficulties. 

I am certain that all of you realize that we in Congress must rely 
to a great extent upon the advice that we receive from our constit- 
uencies and I am especially pleased that our committee w ill have the 
benefit of being counseled by you representatives of Florida’s smaller 
firms. On behalf of all of the members of the committee, I want to 
thank the representatives of the State and local governments, of busi- 
ness and trade associations, and particularly the individual witnesses 
from the small companies, for taking the time to prepare your very 
helpful testimony and to per sonally attend these hearings here in 
Miami. 

We have endeavored to arrange appearances by representatives of 
all types of small business during our hearings throughout the coun- 
try. A number of spokesmen for various profession: al groups, serving 
small business, have also been asked to testify, as have representatives 
of local and State governments and educational institutions. 

From the testimony of these witnesses, the committee hopes to 
obtain a comprehensive and meaningful picture of the specific Federal 

tax problems facing small business today. Upon completion of these 
hearings early this winter, the 13 members of the committee will study 
carefully the information and suggestions we have received, after 
which a report will be compiled setting forth the conclusions reached 
as a result of our study, with the idea in mind of drafting an omnibus 
small-business tax relief bill for submission to the Senate early in the 
next session of Congress. 

You give us the facts, the benefits of your experience, and your good 
counsel, and we shall do our utmost to assist you in overcoming what- 
ever unfair tax burdens are revealed as a result of this and similar 
hearings conducted by the committee. 

We greatly appreciate all of you people being here. We greatly 
apprecii ite your concern. 

I feel, as you all do, that this committee meeting seems to be not as 
important today in the light of the Sputnik No. 1 and “Mutnik” No. 2, 
but at the time that these heari ings were starte aaa the times that they 
held them in Los Angeles, Boston, and New York, we had not had 
sputnik, and the Congress was genuinely concerned about doing 
something for the relief of the smal]-business man. 

I think every one of us up there appreciates that if the bankruptcy 

rate continues to go as it is now going, and if the small-business men 
continue to disappea ‘as an important segment of our economy, why, 
we are not going to h: ave the free-enterprise system much longer. 

We find that the tight money policy and the high interest rates are 
contributing, of course, to his downfall, and if that policy is not re- 
versed somehow, we are going to see more and more the small business 
community dry up and disappe: ir to the point where it is going to do, 
as I say, great injury. 
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Now sputnik has come along. It, of course, lessens the possibility 
of doing a great deal in connection with the tax relief for the small- 
business man in this upcoming Congress. 

However, I must say this, and T think that Congressman Rogers 
and Congressman Fascell would both agree with me that if we do 
get around to a consideration of the tax “policy, the tax program, of 
the country this year, that there is a sufficient momentum behind the 
desire to help the small-business man that I think he would be the 
one who would certainly be helped in some form or another and that 
is, of course, what we are trying to find out in these meetings, how best 
to help them. 

So, if there is any relief to be granted, I cannot help but believe that 
it will be to the small-business man. 

Now, Senator Javits of New York was due to be with us, and indi- 
cated that he would be with us, but he wired us here the other day 
that he had to attend the NATO Conference which suddenly came 
up, and he had to leave the country, as did Senator Kuchel. 

I talked to him the other day in Washington, and he, too, had to 
go to the conference which had been suddenly announced. 

We are delighted to have the very able Congressman from the Miami 
district, Dante Fascell, and it is a pleasure alw aysto be with him. He 
is doing a splendid job for the people of this district, and I am sure 
everybody knows it. He has always evidenced a great interest and 
concern about the problems of the small-business man. 

We are also happy to have the Congressman from just north of us 
here, Paul Rogers, who is making a great record for himself as a pub- 
lic servant, and who does a good job for his constituents, and he, too, 
has demonstrated his great interest for the small-business man. 

James Carpenter is the manager of the Miami Beach Small Busi- 
ness Administration, and he is here with us today. Where is he? 
He is right here; yes. We are glad to have Mr. Carpenter here. He 
will not talk, but we want him to hear what you gentlemen have to say. 

Now, the first witness is going to be Congressman Fascell. Con- 
gressman, we are delighted to have you here this morning. 


STATEMENT OF HON. DANTE FASCELL, REPRESENTATIVE IN 
CONGRESS FROM THE FOURTH CONGRESSIONAL DISTRICT OF 
FLORIDA 


Mr. Fascetx. Thank you, Mr. Chairman. 

As your Congressman, I am very happy to welcome you back to 
your hometown. 

Senator Smaruers. Thank you. 

Mr. Fasceti. I am glad to see you, and I am sure that the thousands 
of your constituents and friends who live here are ver y happy to see 
you also. 

We are pleased that you, as acting chairman, have brought the 
powerful Senate Small Business Committee to Miami, Dade County, 
in Florida. 

We want to take this opportunity to thank you for the great interest 
and the leadership that you have exhibited in trying to be of help to 
the taxpayers of the country. 
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The business people of this area are quite relieved that your commit- 
tee has taken this interest, that you personally have exerted the leader- 
ship, to try to do something about the problems of the business com- 
munity. 

Today there is no question about the fact that the business com- 
munity finds itself in a very bad situation. Money for capital ex- 
pansion is difficult and expensive. 

Prices continue to rise. The market is fluctuating. Mutnik is still 
beeping, and taxes are rising. 

To add to this grim picture, the fact that more and more mergers 
are being resorted to, and that more and more the failures of the in- 
dependent businessmen continue to rise, gives you a problem which, 
in our opinion, is very worthy not only of the attention of all the tax- 
payers of the country, but certainly of the United States Senate. 

We know that this area here in south Florida will prove an invalu- 
able laboratory for your studies. 

This is an unusual area. It is one of the fastest growing in the 
whole world, and our industrial and business growth has been nothing 
short of fantastic. 

Nevertheless, you are going to hear today about many problems 
from outstanding business leaders in our community who will testify 
before the committee. 

I know that they are going to make a significant contribution to 
your findings. 

On their behalf and on the behalf of all of the businessmen and 
the taxpayers here, we are very pleased and happy that you could 
come down here to give us this time to present our views on what we 
think is a very important problem. 

Senator Smaruers. Thank you very much, Congressman. We are 
delighted to be here for the reasons which you mentioned and then, 
of course, it is home town, home base. Thank you. 

Congressman Rogers, we will be very happy to hear from you, and 
we will hear from you right there. 


STATEMENT OF HON. PAUL G. ROGERS, REPRESENTATIVE IN 
CONGRESS FROM THE SIXTH CONGRESSIONAL DISTRICT OF 
FLORIDA 


Mr. Rogers. Thank you very much, Senator Smathers. 

Actually, we are all mighty proud of the fact that our Senator has 
taken a very active interest in the problems of the small-business man 
and, particularly so, with Florida being one of the States in the Union 
which is having a greater increase of small business than most of our 
sister States. 

It is most important to us that we should have strong representa- 
tion on this very important committee, which we have in the presence 
of our Senator, and we are all grateful, particularly here in south 
Florida, and the district I represent, to have you take time out to 
devote effort and time to conduct these hearings and hear the views 
on the problems of the small-business men of our area. 

I think it is particularly pointed up when we consider that just in 
a 3-year period, for instance, from 1953 to 1956, the biggest busi- 
nesses, those with assets of over $100 million, have actually increased 
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their share of all industrial assets from about 52 to 57 percent; 
whereas our small firms, our small businesses, with assets under $1 
million have actually declined from 21 to 11 percent. 

Of course, that means a real problem for Florida where we are 
having more and more of small business coming into our State. 

So it is essential for us to keep a proper atmosphere where these 
businesses can prosper and increase in their activities, particularly in 
our State. 

So it is a pleasure to be here, and we are delighted to have your 
committee here, Senator, in our State of Florida. Thank you. 

Senator Smatuers. Thank you, Congressman. 

Now, we have as our first witness outside of the officials you have 
just heard, Mr. Wirt Peters. Is Mr. Peters here ? 

Mr. Peters, will you come up and take a seat? We will be de- 
lighted to hear you. 


STATEMENT OF WIRT PETERS, ATTORNEY, CORAL GABLES, FLA. 


Mr. Perers. Thank you, Senator. 

I want first to express my appreciation for this opportunity of 
presenting some suggestions in connection with this topic, the im- 
pact of taxes on small business. 

I am quite sure you selected this title rather advisedly, because 
operating a small business under the present tax system is much like 
boxing with a kangaroo. A man spars for a while, perhaps boxes 
well, and even develops a little confidence, when suddenly, surpris- 
ingly, although not without warning, he is kicked violently in the 
solar plexis. 

Everyone seems to agree, as do I, that the small-business man needs 
some tax help, and all of us would like to have the tax burden light- 
ened, particularly as it affects each of us individually. But, 1 do 
not come here with a brief for tax-rate reduction, because a simple 
reduction in the tax rates, unless it were a very substantial reduction 
indeed, would be only of insignificant and insufficient help to the 
small-business man. So, too, would be the result of many of the 
other separate, independent proposals for relief which have been made 
without specific reference to the fundamental difficulties involved or 
correlation with a planned revision. 

Accordingly, I would like to persuade this committee to consider, 
and then to recommend to the Congress, some changes in the basic 
concepts of taxation. Conservation of natural resources is a national 
policy and good husbandry is everywhere encouraged, but the one 
real asset of the Government, the t taxpayer, is not regularly given the 
same consideration. ‘Tax policy should never be based on just how 
much revenue can be raised in any 1 year or how much the revenue 
will be affected by any particular deduction or exemption. 

The taxpayer is a perennial phenomenon, not an annual and 
should be cultivated as such. He can be depended upon to be a val- 
uable asset for a considerable period of time; he will be productive; 
and, he will want to share the results of his production with his Gov- 
ernment if he can be assured of the intent of his Government only 
to share with him, not to squeeze his income intentionally to prevent 
him from also providing for himself and his family. 
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Now, to set the problem, the most critical periods in the life of a 
small enterprise, and, of course, the periods during which it generally 
needs outside assistance, are— 

(1) The early years of organization and development; 

(2) Any subsequent period of rapid expansion; and, 

(3) The period of the transfer or disposition of the business, 
usually at the time of the death of the entrepreneur. 


I. Our Tax Laws SuHovurip Provipe ror THE TAXATION OF THE Eco- 
nomic Prorir RatHer THAN AN ARBITRARY TAXABLE PROFIT 


What is needed, it seems to me, is a philosophy of basing the tax 
more nearly upon the lifetime economic income of the individual, or 
the enterprise, rather than upon some arbitrary annual amount defined 
by the statute as the taxable profit. In accomplishing this there are 
three primary proposals which I wish to present. The one which 
seems to hold the most immediate promise is: 


A. BY ALLOWING A CHARGEOFF OF FIXED ASSET COSTS 
1. AMORTIZATION INSTEAD OF DEPRECIATION 


Consider the deduction, usually referred to as depreciation, which 
the law provides for in the following language : 

In computing taxable income * * *’* there shall be allowed as a depreciation 
deduction a reasonable allowance for the exhaustion, wear and tear (including 
reasonable allowance for obsolescence ) — 

(1) of property used in the trade or business, or _ 
(2) of property held for the production of income.* 

No tax man would ever admit that the depreciation deduction has 
ever been restricted to the terms of this provision. The deduction 
is used only as a means of charging off the cost of the particular asset 
involved and spreading the cost over some period of time. Take for 
instance a building meeting the test of the statutue; the costs of main- 
tenance and repairs are proper deductions, and frequently the asset is 
in as excellent a condition at the end of the period, over which the 
depreciation deduction was allowed, as it was at the beginning. 

A positive step toward the statutory recognition that this deduction 
is related to the decrease in value, because of the nature of our economic 
system, rather than to the wear and tear of the asset, was taken in 
1954 when provision was made for several new methods of computing 
the depreciation deduction. The result of each method was to charge 
off a greater amount in the earlier years of the life of the asset while 
it was suddenly losing value in the conversion from a new property 
to a second-hand one, ‘although there actually — be no more wear 
and tear the first year than during the second year. These methods 
have already given business some relief and point the way for further 
substantial assistance. 

Having established the principle of charging off the cost of a busi- 
ness’ fixed assets, and having accepted it into the statutory tax law, I 
shall want to refer to the method of its use for real assistance to small 
business in the next division of this presentation. At this point, I 
wish to recommend an extension of the application of the principle. 


1Sec. 151, Internal Revenue Code, 1954. 
2 Sec. 167, Internal Revenue Code, 1954. 
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2, AMORTIZATION OF LAND COSTS 


This principle of charging off asset costs against income, should 
now be extended to cover all assets used in the trade or business or 
held for the production of income in order to arrive at the economic 
income which can be shared with the Government without material 
damage to the business. Probably the most important asset not pres- 
ently covered would be land. If at first this seems contrary to accepted 
ideas of the depreciation deduction, please remember the deduction is 
not used to cover depreciation but is used only as a means of charging 
off the investments in business assets. The term “depreciation” should 
be eliminated altogether from the tax law and some such term as 
“amortization” substituted. Nevertheless, there seems to be no more 
justification for requiring a businessman who owns his land, in effect 
to keep this amount of his capital permanently tied up, than there 
would be not to permit the businessman who rents his property to 
deduct the portion of the rent cost applicable to the land. 

Senator Smatruers. I might interrupt you right there, Mr. Peters, 
to say that both Congressmen, any time there are questions you want 
to ask, you are free to ask them. 

This is a unique recommendation. I have sat in on several of these 
a around the country, and we have not had one of this nature 
yet, but certainly in this area where people are so greatly concerned 
with the ne and the values of land, why, this would have great 
appeal. I do not know how far we could get with it, but I think 
it is certainly deserving of consideration. 

Mr. Fascery. Senator, as I understand it, the theory is to amortize 
all capital investment—— 

Mr. Peters. That is right. 

Mr. Fascety (continuing). Just to expense it out ? 

Mr. Perers. That is right, Senator. 

Senator Smarners. And you use this land as an illustration. Yes. 

Well, of course, you could consider the depreciation, depletion allow- 
ance, and things like that in oil of the nature of, with a twist, sub- 
scribing this principle somewhat to clay, brick, things of that nature, 
which today you get some chargeoff; oyster beds, oyster rocks, they 
allow them some depreciation now. 

Go ahead. 

Mr. Perers. Well, our tax laws could provide for the taxation of 
the economic profit by making further provision for the entrepreneur, 
this would include deduction for pension and insurance costs. 


B. BY MAKING FURTHER PROVISIONS FOR THE ENTREPRENEUR 
1. DEDUCTION FOR PENSION AND INSURANCE COSTS 


Social security also has become a well-established national policy, 
although most people will admit it generally provides somewhat less 
than an essential minimum. Nevertheless, there is little official en- 
couragement given to a person, employee or businessman, to make any 
further provision for the security of himself or his family, all of which 
has to be made out of posttax and postinvestment savings. 

This desire to make such provision has always been one of the 
basic drives in the American economic system. In arriving at an 
economie profit on which the income tax should be levied, this eco- 
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nomic desire should be fostered by allowing a deduction of the cost of 
a pension and of life insurance. This provision, of course, relates 
particularly to those in the professions, and in small business of a non- 
corporate character. 


2. DEDUCTION FOR DIVIDENDS PAID 


The problem of the so-called double taxation of dividends has often 
been considered, and must be reconsidered in relation to any tax relief 
of assistance to the small-business man. In ar riving at an economic 
profit as the basis of taxation no item, such as dividends, should, in 
effect, be included twice in any computation. Particularly during 
the critical period of early growth or subsequent expansion, the busi- 
ness man usually must necessarily withdraw from the business for 
his own use as little of the available capital as possible. But at tax 
time he is faced with several possible dilemmas: to leave the money 
in and pay the corporate tax; to draw it out as salary, pay his indi- 
vidual tax, then loan it to or reinvest it in the company; and then 
hope that none of several tax possibilities may happen. One of which 
will be referred to later. 


Cc. BY CREATING A CUMULATIVE BASIS FOR TAXATION IN PLACE OF AN 
INDEPENDENT ANNUAL RATE STRUCTURE 


Having accepted the principle that the economic net income should 
be used as a basis for taxation, it is impossible completely to separate 
each year from the others. The tax-rate structure should be ad justed 
in order that one individual who acquires, for example, $100,000 of 
taxable income would pay the same amount of tax as any other indi- 
vidual who receives $100,000 of taxable income, regardless of the 
source or nature of the economic income or the period over which it 


was received. 
1. METHOD 


There are already presently in the income-tax law several recogni- 
tions of the cyclical fuctontion of income and profit: 

Witness: the 2-year net—operating loss carryback and the 
5-year carryover, ‘for a total spread of 8 years.® 

Witness: the 5-year capital loss carryover for individuals, for a 
total spread of 6 years.* 

Witness: the spreading of earned income over 3 years when the 
work was accomplished over that period, and 80 percent of the 
payment received at one time.° 

Furthermore, the gift tax is already imposed upon a lifetime cumu- 
lative basis rather than on an independent annual levy. Although 
the purpose of the gift tax is different, this is a precedent for the 
method of a lifetime, ‘cumulative basis for the taxation of the economic 
income of an individual or of an enterprise. Such a tax structure 
could simplify much of the administration and eliminate much of the 
inequality of the tax burden. 





* Sec. 172, Internal Revenue Code, 1954. 
4 Sec. 1212, Internal Revenue Code, 1954. 
5 See. 1301, Internal Revenue Code, 1954. 
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2. ELIMINATION OF CAPITAL GAINS TAX 


One of the more obvious results would be to tax the businessman 
who es his time and energies producing income from a business, 
in exactly the same way as a taxpayer who spends his time and ener- 
gies producing income (or profits) from investments. The original 
arguments for a separate, and frequently a lower rate of tax, on profits 
realized upon the disposition of assets in 1 year which had been held 
for a long period, would be largely ineffectual against a cumulative 
tax basis. Such a capital-gains tax could thus be eliminated which, 
in turn, would also eliminate much criticism of the inequality of the 
tax burden. 

Senator Smaruers. In other words, you would eliminate what 
amounts to a capital-gain tax ? 

Mr. Perers. Right. 

Senator Smaruers. Would you think this was particularly 3 impor- 
tant, in your experience, to small-business man? Is he subject to 
more violent fluctuations in his income? 

Mr. Perers. Yes, I certainly think so. 

Senator Smatuers. This would be more important to the small- 
business man than in large industry ? 

Mr. Perers. Yes, I think so. 

Mr. Fasceut. The idea is to put him in a competitive position on 
income. 

Mr. Perers. Right. 

Senator Smaruers. Is it a fact that small-business men are usually 
not liquidating their business at one time or are having either large 
blocks of land or large blocks of stock that they can sell, they are not 
able to avail themselves of the capital-gains application as our well- 
to-do individuals who use that method of income garnering all the 
time the capital gain because of the low tax on it. 

Mr. Perers. Right. 

Senator Smatuers. All right, sir. 

Mr. Perers. Now: 


Il. Our Tax Laws SHovutp Encourage MANAGEMENT To MANAGE 
INSTEAD OF PLANNING Tax MINIMIZATIONS 


A. BY ALLOWING MANAGEMENT DISCRETION OVER DEDUCTIONS 


1. ORDINARY OR NECESSARY OR PROPER EXPENSES 


There are a number of them, but I want to mention a couple. 

The law now provides, in part, with reference to the everyday oper- 
ating expenses of the business which the businessmen must currently 
decide to make, the following: 

In computing taxable income * * *° there shall be allowed as a deduction 
all the ordinary and necessary expenses * * * including (1) a reasonable allow- 
ance for personal services actually rendered, * * *‘ 

The courts have said that the expense must be both ordinary and 
necessary in order to be an allowable deduction, if it is ordinary but 


® Sec. 161, Internal Revenue Code, 1954. 
7 See. 162, Internal Revenue Code, 1954, 
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not necessary, or necessary but not ordinary—no deduction. And, 
more importantly, this determination may be made by a Government 
agent years after the decision had to be made by the management. 
More recently, the Supreme Court has said that the terms ordinary 
and necessary imply reasonableness, although the statute uses the 
word “reasonable” only in relation to compensation for personal serv- 
ices, thus giving a Government agent even further authority to deter- 
mine what a businessman should have done at some much earlier 
time.® 

A simple change in the statute from “ordinary and necessary” to 
“ordinary or necessary” would make possible a reinterpretation of 
the section to arrive at the result the Congress, no doubt, originally 
intended. It would permit the businessman to make whatever ex- 
penditures he himself judged to be necessary for his business without 
fear of suffering a subsequent 30 percent or even 52 percent penalty 
(when the deduction is disallowed and a tax assessed) for an honest 
error in judgment. 

Senator Smaruers. I was getting ready to say, I am glad you put 
that in there. It is our experience that—both Congressman Rogers, 
Congressman Fascell, and myself—that we write ‘Jaws that intend 
certain things, and then people in the Internal Revenue Service begin 
to write their regulations based on those laws, and in about 2 years 
they have completely gotten away from what we intended to do, and 
written their own law instead, and this is one instance of it. 

Mr. Perers. Iam sure of that. 

Senator SmatueErs. So it is just a continuing fight on our part 
to keep them doing things that the Congress intends for them to do, 
and it is tough. 

All right, sir. 

Mr. Perers. Most of the problems with reasonable or unreasonable 
salaries arise, as was indicated earlier, because dividends are not 
deductible. Management may try to disguise a dividend as compen- 
sation. If dividends were deductible, there simply would be no ad- 
ministrative problem, and management, again, could be given the 
freedom of choice over the distributions from the business. 


2. AMORTIZATION 


If we thoroughly adopt the principle of writing off investment costs 
and arriving at an economic income for tax purposes, then in the 
long view—and I expect this country to be in the picture for the long 
view—it will have a stimulating effect on small business to be per- 
mitted to determine for itself when and over what period of time 
to use the amount of the chargeoff. Having once completely utilized 
the deduction, the basis of the asset is zero and there is no further 
writeoff available. 

This procedure would not have nearly as much effect on the tax 
revenue as might at first appear. Since 1954, with the new methods 
permitting a doubling of the initial rates of depreciation, much of 
the shock to the revenue system has been absorbed already, and this 
final step could be taken safely at this time. 


8 The Lincoln Electric Company Case—-A Reasonable Tax Deduction May Be a Surrepti- 
tious Stride Toward Totalitarianism, Wirt Peters, 4 Miami Law Quarterly 12 (1949). 
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This giving back to the management the opportunity of judging 
for itself when to make the deduction, in addition to the psycho- 
logical effect, would eliminate a very considerable percentage of the 
Internal Revenue Services’ administrative problems, and free a con- 
siderable portion of the revenue agents’ time which is now spent 
in hindsighting the management’s decision as to the length of time 
over which the depreciation deduction may be taken. 

It is at this very point that much damage has been caused to the 
small-business man by the tax laws and their applications. Having 
acquired equipme nt, and reinvested all the profits into the e xpanding 
business for 3 or 4 years, the businessman suddenly is faced with a 
heavy outlay of cash to pay for the assessment of taxes based on a 
difference of opinion as to the period of time over which the invest- 
ment should be charged off. In this particular area, this has heralded 
the demise of a considerable number of construction companies. 

Mr, Fascenn. Mr. Chairman, may I ask a question at this point? 

Senator Smaruers. Yes. 

Mr. Fasceitn. Mr. Peters, in order to put into the law the theory of 
amortization, as you have just explained it, would it not be necessary 
at the same time to also do away with capital gains / 

Mr. Perers. I would like to see it done that way. 

Mr. Fascet,. But what I am getting at is, is one dependent on 
the other ¢ 

Mr. Perers. I do not know that you would necessarily have to do 
it that way immediately, but that would have to be the objective. 

Mr. Fasceii, Let us put it this way: If you have the principle of 
amortization and still had capital eains, would it not create an in- 
equitable situation ? 

Mr. Perers. Perhaps you would suggest that the income received 
upon the disposition of the asset be income and not capital. 

Mr. Fasceri. Well, I do not know. But that would present a 
problem, if you took your costs down to zero, you see, and then dis- 
posed of your assets. 

Mr. Perers. Right. Of course, in the present law that is capital 
gain. 

Mr. Fascetn. Yes. 

Mr. Prerers. Under this sort of a recommendation it could very well 
be reestablished as ordinary income. I think it should be. 

Mr. Fascein. Well, I mean I did not know, and that is why I 
asked you whether one was dependent upon the other, in your 
thinking. 

Mr. Perers. Not completely, but I would like to see it done that 
Way. 

Senator Smatuers. Al] right, s 

Mr. Perers. Two. 


B. BY PERMITTING SELECTIVITY OF METHODS OF OPERATION 


1. RECOGNITION OF LEGAL PROCEDURES 


One of the more frustrating items to a tax counsel, and aggravating 
to his client, is the authority of the Commissioner of Internal Revenue 
to contend that the Government is not bound by the same legal formali- 
ties which bind the client. There are innumerable examples through- 
out the tax law: 
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Witness: a taxpayer who enters into a valid partnership only 
to find later that he has to pay the tax on his partner’s income 
because the partnership contract will not be recognized for tax 
purposes. 

Witness: a similar result in many “trust” situations where the 
taxpayer is only seeking a way to provide and preserve some of 
the fruits of his productiveness for his family. 

A specific example which also correlates directly with our inquiry 
is the effort of the businessman to split his corporate business when 
the annual net income reaches $25,000 and he suddenly becomes subject 
to the surtax. Sometimes he is successful; and sometimes having 
legally created a new entity and being bound by the applicable laws 
himself, finds that the consequences are not equally binding upon the 
Government. 

The adoption of a substantive rule of law requiring the Commis- 
sioner to recognize the validity of transactions legally and validly 
entered into under State law, unless the sole and only purpose and re- 
sult was tax avoidance, w ould probably do as much as any one thing to 
restore the full confidence of the public in the belief that the law is 
the law for all persons, including the Government. 


2. ELIMINATION OF NECESSITY FOR SELECTION 


The approval of the concept of taxing the economic income rather 
than an arbitrarily defined taxable income, would make it possible to 
eliminate the surtax on corporations, and, accordingly, eliminate the 
necessity for management having to dev ote such a considerable portion 
of its energies toa search for methods of minimization of taxes. 

Or, as much as I dislike graduated income taxes, if the surtax on 
corporations were graduated on amounts of income between $25,000 
and $100,000 no one could deny that this would be of considerable 
assistance to the small businessman and help in eliminating the neces- 
sity for seeking different methods of accomplishing the same result, 
although economically I would not like to see it done. 

Senator SmatHers. You think by raising it, you say ? 

Mr. Peters. No, by graduating. 

Senator Smatruers. Graduating. 

Mr. Perrers. Now, when he gets above $25,000 he immediately 
jumps 22 percent. 

Senator Smatuers. Right. 

Mr. Peters. Whereas, if we could graduate it, it could help. 

Senator Smatuers. Right. 

Mr. Perers. The third recommendation: 


III. Our Tax Laws SHovutp Provinr PROTECTION OF THE WORKING 
CAPITAL OF THE BUSINESS 


A. BY ARRANGING A LOAN OF TAXES 
1. NEW VENTURES 


There are many new businesses started every year although the 
statistics of the Department of Commerce indicate that a large per- 
centage will not last for 3 years. Everyone will agree that a bank- 
rupt ‘business harms everyone involved, including the community. 
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Of course, the losses are absorbed on the several tax returns of the 
unpaid creditors. Sometimes, if there can be eompliance with techni- 
calities of the tax law, the accounting loss of the bankrupt business 
may be used to reduce the taxable income of some other enterprise. 
This, theoretically, reduce the overall taxable income available to the 
Government by twice the amount of the loss. Nevertheless, in eco- 
nomic theory, many of these busiensses should not be encouraged, and 
I am not suggesting that direct tax relief could help very many. But 
the borderline cases have frequently been pushed over the brink by 
the prospect of having to raise cash to pay delinquent taxes at a time 
when the business was just beginning to prosper. 

It is suggested that these enter prises be permitted to defer the pay- 
ment of the taxes, with interest but without penalty, for a period of 
perhaps 5 years. This period would correspond to that for which a 
carryover of a net operating loss is presently allowed. It would pro- 
vide protection of the working capital during that first critical period 
of initial development when it is paritcularly difficult for the business 
to secure expansion financing. And, also, it would aid a profitable 
business whereas now the law gives aid only to an unprofitable one. 


2. GOING BUSINESS 


A going business is not infrequently damaged by the necessity of 
having to ‘reduce its wor king capital at a critic: al moment to pay taxes. 
Of course, it is possible to defer the payment by seeking extensions of 
time for filing the return, then further by failing to pay the indicated 
tax until the: very last moment before threatened action by the Gov- 
ernment. But rather than this, why not give direct permission for a 
comparatively brief delay in the payment if it is necessary. 


B. BY ALLOWING FOR A PREPAYMENT OF TAXES 


1, INDIVIDUALS 


The income of most individuals is subject to either the withholding 
tax or estimated tax requirements which, in effect, if not legally, 
amounts to a prepayment of the eventual tax. The excess amount. if 
any, may be refunded to the taxpayer, or held and used by the Gov- 
ernment without interest to be applied against the following year’s 
taxes. An account should be established for each taxpayer on which 
interest would be allowed on net credit balances which were subse- 
quently applied on the tax. The rate could be nominal as it should 
not be considered income to the taxpayer. 


2. BUSINESSES 


The businessman occasionally throughout the year finds some extra 
cash on hand which may not be needed urgently for current expenses. 
He may hesitate to use it because of the nearness of some tax need, 
or he may use it hoping to have it available on the tax date, and it 
may not work out exactly as expected. Again, if he could carry an 
account on which interest would be allowed on net credit balances 
to be applied on the tax, he would be inclined to invest in such an 
account. 
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This may seem to be a very insignificant proposition, but, if such 
a practice could be established, and then combined with some of the 
suggestions propounded earlier, some very substantial aid could be 
given to the businessman in his second critical period: rapid expan- 
sion. Many a small-business man who has needed to expand could 
not justify to a financial institution his request for a loan on the basis 
of past net income after taxes. 

However, if it is agreed that the cost of investments should be 
written off as determined by management, it will not be too difficult 
to concede that the cost could be written off in advance of acquisition. 
This, provided, of course, that the amount of the deduction would be 
deposited with the Government and eventually used for the contem- 
plated acquisition, or restored to income. 

Senator Smaruers. That would come nearer being approved 
the Treasury than would the deferred tax payment. 

Mr. Fascetxi. I wanted to ask Mr. Peters at this point what is 
the difference between this deferred thing and the right to purchase 
tax-anticipation certificates now ? 

Mr. Prrers. Perhaps this is just a part expansion of the fact that 
he can get a deduction for those amounts that he is using to purchase 
these tax-anticipation certificates. 

Now, he can buy them but he does not get a deduction at the time 
he makes the outlay. Here, he could actually take a deduction—I 
am suggesting he would get a deduction on his tax. 

Mr. Fascerz. You mean treat the tax antic ipation as an expense ? 

Mr. Prrers. Expense. 

Mr. Fascerx. Is that what you are saying? 

Mr. Prrers. Which, in effect, is amortization in advance of the 
acquisition of the asset. It would give him a chance to get some cash 
ahead to buy his assets with and charge it off against pretax income. 

Mr. Fascett. Wait a minute now. I am confused here. I was 

talking about prepayment of taxes—— 

Mr. Perers. Yes, sir. 

Mr. Fascett (continuing). And not. amortization of costs prior 
to acquisition. 

Mr. Perers. I just want to use that prepayment of taxes or pre- 
payment of a deposit in this additional manner. 

Mr. Fascetx. Right: I see. 

Senator Smatuers. This is just in furtherance of the idea which 
was offered originally by the making possible of the purchase of tax 
amortization certificates, and this is just a further refinement of that. 
another method of doing this. 

Mr. Perers. If this were possible, there would be no question about 
improper accumulation of surplus. They could accumulate the sur- 
plus as cash in the hands of the Government. 

Senator SmMaTHERs. Yes. 

Mr. Perers. The Government would have use of the money, which 
would subse que ntly be used to ac quire the assets. 

Mr. Fascett. I can see one thing real quick. If you allowed busi- 
nessmen to write off the cost. of acquisition prior to acquisition, by 
depositing the money with the Government, the Government would 
have a whale of a lot of money that they could use in time. 

Senator Smatuers. That is right. I think it would be a terrible 
temptation to them. [Laughter. ] 
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Mr. Perers. And the businessman would have cash on hand to buy 
those assets. 

Mr. Fascetu. Yes. 

Senator Smaruers. All right. 

Mr. Perers. There is this third critical period in the life of the 
businessman which is at the death of the principal manager, stock- 
holder, and entrepreneur. 

I am not offering any recommendations on this point, partly be- 
cause of the time limitation, and partly because I believe that the 
only real assistance which can be given small business is for the Fed- 
eral Government to withdraw from the estate tax field altogether. In 
so many instances the death of the entrepreneur means the death of 
the business because of the tax consequences. 

However, as everyone knows, the estate tax is not continued for the 
purpose of raising revenue, but to effectuate a social policy. And, 
until that policy is changed there is little hope for any tax relief at 
this critical period for the small business. 

Senator Smaruers. The Federal Government could not get out 
of the estate tax, which we would all agree if they could, but ‘if they 
won't, then would you approve of an extension of time in which the 
small-business man or the heirs of the small-business man could pay 
the estate tax ? 

Mr. Prrers. Yes, indeed, any kind of help at all, however small, 
would be a lot of he ve 

Mr. Fasceizt. Mr. Chairman, may I inquire of the witness? 

Senator SMATHERs. Yes. 

Mr. Fascent. Since you have pointed this out as a social policy 
rather than as a revenue policy, why would it not be wise to raise 
the excludible income of the estate to start with? What is it now, 
$60,000 excludible? Why not raise it to $500,000, I mean, if this is a 
social policy ? 

Mr. Perers. That is right. 

Senator Smaruers. All right, go ahead. 

Mr. Prrers. I would like to conclude this briefly, if you do not 
mind. 

SUMMARY 


These recommendations, necessarily, have been too briefly stated. 
At first they may appear to be too theoretical, impractical, and to re- 
quire an entirely too ambitious a program. However, with a desire 
to direct our attexts toward eventually achieving more equality in 
taxation, much can be done to furnish substantial tax relief to the 
small-business man within the framework of these proposals. 

Perhaps the items of assistance should be summarized in the order 
of hay ir probable immediate value to the small-business man: 

Allowing the chargeoff of the investment in new equipment as 
hi ‘businessman m: iy determine, would undoubtedly offer him a very 
considerable stimulus without an undue burden on the tax revenue. 

Any provision, such as a loan of the taxes, which will protect 
the working capital during a critical period would be of inestimable 
assistance to small businesses and, undoubtedly, in many instances 
would be their salvation. 

3. Permitting a deduction for dividends paid, even if only against 
the normal corporate tax, would be of immediate help to all small 
businesses. 
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CONCLUSION 


It has been difficult to summarize so briefly the propositions that 
have been offered herein. It can only be hoped that this committee 
will find sufficient value in some of the suggestions to merit further 
consideration. In any event, I appreciate the opportunity of pre- 
senting them. 

APPENDIX 


It may be of some interest to the committee, that since being invited 
to appear at this hearing, I have specifically discussed the topic of the 
impact of taxes on small business with a considerable number of tax 
attorneys, businessmen, and others, among whom were— 

Tom Maxey, tax attorney, Coral Gables, Fla. 

Fuller Warren, former governor of Florida, Miami, Fla. 
Richard Reynolds, contractor, Coral Gables, Fla. 

Dr. R. A. Rasco, dean emeritus, School of Law, University of Miami. 
Dr. James Carney, professor of finance, University of Miami. 
Paul Barns, justice, Supreme Court of Florida, Miami. 
Willard Brown, trust officer, First National Bank, Miami. 
Max Deakter, Lawnlite Co., Miami. 

H. E. Kendall, fruit shipper, Goulds, Fla. 

Claude Pepper, former United States Senator from Florida. 
H. Y. Kinard, Ferré Industries, Miami. 

Senator SmatrHers. Mr. Peters, you have given a fine statement. I 
think your statement evidences that you have given a lot of attention 
and a lot of time to its preparation. 

It is a most thoughtful and, I must say, one of the most original I 
have heard. You have come up with ideas that all around the country 
nobody has yet suggested, so we appreciate that very much. 

Mr. Perers. Thank you very much, Senator. 

Mr. Fascetx. I might just add that those of us who know Mr. Peters 
know that he knows his business ver y well. 

Mr. Perers. Thank you. 

Senator Smatruers. That is obvious. We are delighted to have had 
you, sir. Thank you very much. 

Mr. Perers. Thank you very much. 

Senator Smaruers. The next witness is Mr. James Barfield, presi- 
dent of Barfield Investment Co. 

Mr. Barrtevp. That should be Barfield Instrument Corp., Mr. 
Chairman. 

Senator Smatuers. It is nice to have you here, sir. 

You have this statement here, and you go right ahead. 


STATEMENT OF J. W. BARFIELD, PRESIDENT, BARFIELD 
INSTRUMENT CORP., MIAMI, FLA. 


Mr. Barrrecp. Mr. Chairman—— 

Senator Smaruers. Would you, for the purposes of the record, 
just identify yourself ? 

Mr. Barrievp. I am J. W. Barfield, president of Barfield Instru- 
ment Corp., 4101 Northwest 29th Street, Miami, Fla. 

Mr. Chairman and gentlemen, after listening to Mr. Peters, he 
kind of leaves me out, because he had some wonderful suggestions there. 
In fact, I would like to get a copy of them to study them. 
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Senator Smaruers. We will be happy to supply you with a copy of 
it. But don’t feel embarrassed about that, because he put us all to 
shame a little bit, so you go right ahead. 

Mr. Barriexp. O. K. 

If I might have your permission, before I get started, I would like 
to tell a little story. 

Senator Smatuers. Yes, indeed. 

Mr. Barrievp. This is a story that I recently heard when I attended 
a small-business meeting. 

Senator Smatuers. If it is one that any of us can use in any speech 
we have to make, we would be delighted to hear it. [Laughter. | 

Mr. Barrreip. There was a man who left this earth and went on 
up to meet St. Peter at the Pearly Gates. He knocked on the gates, 
and St. Peter opened them. 

This man began to try to persuade St. Peter to let him come in, 
and undoubtedly due to the lengthy conversation that went on between 
the two, he was not entitled to come in. 

Anyway, St. Peter asked him what did he do on the earth for a 
living. The man answered back that he was a small-business man, 
and St. Peter said, “Well, in that case, come on in because the small- 
business man has this year of hell on earth.” 

I thought that more or less hit the nail on the head. 

Senator Smaruers. That is correct; that is what has happened, 
fortunately not in our State, as in many other places. 

Mr. Barrtevp. I have only one good suggestion, after reading Sen- 
ator Sparkman’s proposals. 

But the primary problem of the majority of small-business men is 
obtaining and retaining sufficient working capital to continue opera- 
tions from one year to the next. 

The problem becomes most apparent each time the business fiscal 
year ends and taxes are computed. If business has been good and 
a profit realized the question is asked, “Where am I going to get 
the money to pay income taxes?” Jsually moneys on hand are barely 
sufficient for payroll, et cetera, and the profits of the year have been 
reinvested in the business in the form of depreciable assets or inven- 
tory in an effort to keep pace with competition. 

The many small specialized service companies such as my own are 
constantly faced with the necessity of acquiring newer equipment 
to keep pace with the rapid technical advances in their various fields. 

These companies, as well as many companies in the wholesale and 
retail distribution field, do not have the credit and financial resources 
to tap for help that are available to large enterprises. By their very 
nature small businesses are generally considered as poor credit risks 
by bankers and investors. The inability to obtain Senahe and/or 
credit places the small business in a difficult position. He must ex- 
pand and modernize to stay in business, more or less in the same pro- 
portion as your large enterpr ises, yet when the end of the year rolls 
around most of the money in his treasury is labeled for taxes. 

Take my own operation for example. During the past year our 
total number of employees increased from 70 to 103, a good 30 per- 
cent. 

We have been forced to double the amount of working area, and 
either purchase or build several thousands of dollars worth of test 
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equipment just to keep up with progress in the field of aviation in- 
strumentation alone. 

Right there, before I go any further, I would like to clarify that 
last section. I would not like for any of you good people to think 
that I am griping or complaining because Tam hav ing to build more 
working area and hire more employees and purchase more test equip- 
ment, because I am not. 

In fact, I am thankful that business has been good enough for us 
to do this. But my problem is the same as most of the other small- 
business men, financing, financing expansion. 

One of the most diflie ult things I have ever lived through is this 
financing period we are compelled to expand, compelled to y advance, 
or we must go out of business, and the way the tax laws or tax 
structures are today it is almost impossible on a safe financial basis 
to expand. 

At the present time, the only thing I can advise a small-business 
man, a small-business man the same as myself, is to be very accurate 
in seeking good advice from your accountants, bankers, or lawyers, 
otherwise | you might find yourself head over heels behind the eight 
ball, and in bankruptcy or close to it. 

Senator Smaruers. I might say right at that point, since you are 
not complaining, and I know you are not as to our State, these hear- 
ings are somewhat indicative, I think, of the general economic situ- 
ation which exists around the country, and to a somewhat lesser extent 
to that which exists here in Florida. Congressinan Fascell men 
tioned it when he started off. 

We had these hearings in Boston and New York, both of which I 
attended. There were many people there because, I think in New 
England, the small-business man is suffering to a greater extent than 
he is in the State of Florida. 

In the State of Florida, with the enormous increase in our popula- 
tion, people all over the country finding out about our blessings, new 
industry moving in and that sort of thing, there is really not a serious 
economic situation here in Florida. 

I hope it will always be that way, and I am sure every one of us, all 
of us up here, feel that way about it. 

But the situation of the small-business man is much worse, much 
more critical, in the New England area of the United States, and in 
some areas of the Midwest, than it is here. 

We have greatly improved our situation to that of the midwesterner 
and the northeasterner, and it is some thing that we can be very happy 
about, and we hope that it will continue. 

When we started to hold these hearings at the time I said to these 
members of the committee, I said, I do not know that we really have 
a small business critical situation in Florida, because everybody is 
prosperous this time, and they do not notice the inequities in a tax 
field as much as do these men who are really suffering greatly from 
the tight money policy and the high interest rates and the general de- 
cline of the business community, which was their feeling. 

Mr. Srvtts. I think, Senator, that Mr. Barfield’s point, and the 
one the committee has noticed here as well as, say, in Phoenix, Ariz., 
where the same sort of explosive growth has taken place is that a 
person can sort of make profits and kill himself in this business. 
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Mr. Barfield points out he just needs thousands of dollars to take 

rare of the business he has developed, and he is having a dickens of a 
rd finding the thousands of dollars to pay new employees and to 
put in new “machines, and it is even sadder, probably, to die because 
you have got too much business as to die bec ause you do not have 
enough. And what we can do on the tax bill is to help him retain 
enough so that he can meet the new requirements, and I think that is 
very, very important. 

Senator Smatuers. I agree with that. But, of course, his pain is 
not as great as that man who sees his business declining where his net 
profit is going down, and he can see it shrinking away from him and 
his fi amily, and they are beginning to have to ¢ urtail even the manner 
in which they live. That fellow is hurting. He wants some action 
and he comes in. 

Mr. Rocrrs. Mr. Chairman, may I say to that that I have had any 
number of small-business men point up this very same problem. In 
fact, | was talking to two of them just the day before yesterday, who 
stated that their real problem is trying to get enough capital to meet 
this growth, and they are just having a difficult time finding the 
financing to go ahead to be able to expand and, as you have pointed 
up, here in Florida where we are expanding, per haps that is our main 
problem as far as we are concerned here in our State, that is, of being 
able to get enough capital to keep up with our growth, because I know 
that our small-business men in our area are meeting that problem, and 
that is where, I think, we need to give them some relief if we can. 

Mr. Fascetxi. That raises a question, too, that most of us have 
talked about, and that is whether or not small business had a bankable 
proposition to start with, and I am not sure that they did. 

Unless a man is going to endorse a note personally or unless he has 
got assets other than his business to back up What he is going to borrow 
for capital expansion, he finds it real tough to get any money any- 
where. I think that is a basic problem. 

Mr. Barrrecp. Well, you cannot actually hardly get it except on 
maybe short-term loans. 

Mr. Fascetu. Yes. 

Mr. Barrrevp. And then it is not hardly worth it. Actually, I am 
stating, because I am not complaining, but I am growing just as fast 
as I can hold, and I have overcome one problem that Mr. Peters men- 
tioned there, and I might put this in. I am a director at Citizens 
Federal, so I deposit my percent of taxes, whatever bracket I am in, 
goes into a savings account, so that I have money to pay my tax. 

Senator Smarners. And you draw interest on it. 

Mr. Barrrevp. I draw interest on it. 

Senator SMATHERS. Yes. 

Mr. Barrtevp. I have done that to save the embarrassing position 
at the end of the year, and as I am stating, it is embarrassing, if you 
have had a good year. 

Senator Smaruers. Yes. 

Mr. Barrreip. So that is my only way that I can overcome that. 

Senator Smaruers. All right, Mr. Barfield. Go ahead. 

Mr. Barrrecp. Our payrolls, averaging $30,000, $35,000 per month, 
which are our major expenses because we are essentially a service com- 
pany, require a larger reserve working capital. Accounts receivable 
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carried from 60 to 90 days require an even greater reserve. So you 
see our plight. 

There hase been many sensible proposals made for the alleviation of 
this condition. Notable among them are the proposals introduced 
by Senator John Sparkman, of Alabama, during the opening days of 
the 85th Congress. Of particular interest to the small-business man 
is Senate bill 352 introduced by Senator Sparkman. Passage of this 
bill or any other bill providing for progressive rates would be of 
inestimable value to small business and the Nation. In fact, I am in- 
terested in that progressive rate in some way. 

Now, this other one that I have here, one more or less that I think 
would have a great advantage to small-business men, I am not sure 
whether it has been introduced or suggested or anyone has even 
thought of it, but I believe it would have an incentive to offer the 
small-business man, and that is the inability of small business to 
finance expansion or improvements could be alleviated to a certain 
extent by the allowance of a tax credit on depreciable assets or research 
invested in during the taxable year. 

For example, a corporation with profits of $50,000 pays a tax of 30 
percent on the first $25,000. The next $25,000 is taxed at 52 percent. 
Plant expansion, research, et cetera, must give way to provide working 
capital for normal operations. 

Suppose, however, that during the taxable year $20,000 was spent 
on physical plant expansion and research. A tax credit of 22 percent 
of the $20,000 would result in a saving of $4,400 for the taxpayer. 
Expansion and research would be stimulated with resulting profits and 
additional tax revenue. 

Now we have records to prove that a system like this would work, 
because our income tax for 1957 increased 87 percent over 1956, because 
we put every bit of the money we could rake and scrape back into the 
business, and I believe comparing a small-business man with an indi- 
vidual, if he had an incentive program in there of this type where we 
know that an individual employee working under an incentive pro- 
gram will produce usually more than a man on straight hourly rates or 
day, salesmen, and so forth, and that is the reason I think this would 
have something to offer small-business men in the way of incentive. 

Mr. Srvutts. I think that is very similar to the proposal put in by 
Congressman Curtis, of Missouri and Senator Potter, of Michigan. 

I think their proposal would be 20 percent of taxes on profits, that 
profit being plowed back into the business, would be exempt from taxa- 
tion up to a limit of $30,000, so that it does have the backing of at least 
several Members of Congress. 

Senator Smatuers. And more and more of the small-business men 
are making a recommendation similar to this as the one which would 
help them the most. 

All right, sir, you go ahead, Mr. Barfield. You are about finished. 

Mr. Barrtetp. Enactment of either or both of these suggestions 
would, in my opinion, solve a great number of the problems of small 
businesses in my tax bracket. 

Of course, the other bills introduced by Senator Sparkman, such as 
Senate bills 348, 350, and 351, would benefit all forms of business, 
unincorporated as well as incorporated. 

I have discussed only two proposals because they apply with par- 
ticular emphasis to my own business as well as those of others in the 
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same profit range, and feel that their adoption in some form is essen- 
tial to survival. 

To a corporation smaller than my own, the advantages of S. 349, 
which would grant an option to corporations t to be taxed as partner- 
ships under certain conditions, might appear more favorable than 
either of my previous suggestions. Cert: Saly the outlook would be 
brighter than under existing conditions. 

In conclusion, I should like to commend this distinguished com- 
mittee for its interest in our tax problems, and to express my appre- 
ciation for being given the opportunity to present my views on the 
subject. 

Thank you. 

Senator Smaruers. Thank you, Mr. Barfield. It is a very fine 
statement. 

Mr. Barrtevp. Thank you, sir. 

Senator Smarners. Here, Mr. Barfield, Congressman Fascell has 
presented you with his copy of the statement of Mr. Peters. 

Mr. Barrrevp. Thank you. 

Mr. Srvurs. Incidentally, these proceedings are being transcribed, 
and within 6 weeks you will receive a volume containing everything 
that was said at the hearing, your own testimony and that of everyone 
else as well. 

Mr. Barrrecp. Thank you a lot. 

Senator Smatuers. Thank you. 

The next witness is Mr. C. Edward Kettle, executive vice president 
of the American National Bank. 

We are very happy to have you here, sir, and if you would just 
identify yourself for the record completely, why then, you go right 
ahead. 


STATEMENT OF C. EDWARD KETTLE, EXECUTIVE VICE PRESIDENT, 
AMERICAN NATIONAL BANK OF NORTH MIAMI, FLA. 


Mr. Kerrie. Mr. Chairman, I am C. Edward Kettle, executive vice 
president-of the American National Bank of North Miami. 

I would like to preface my general statement by informing you that 
I am not here as a represe ntative of the b: anking fraternity, but rather 
as a representative of our many customers in the small-business field. 

A clergyman friend of mine once remarked, “An even greater dan- 
ger than communism to bes economic and political future of this 
country is ‘jumboism’.” I do not take this view of our industrial and 
commercial greats, but there is some basis for the feeling that a 
greater consideration be given the small-business man taxwise. We 
are, year by year, becoming more and more a nation of bigness. It 
is my firm opinion that such a creeping change will eventually elimi- 
nate the millions of small businesses that so faithfully serve the 
American people. Our Nation was not built on cartels. The indi- 
vidual or small group of individuals who were oe to risk their 
savings and abilities in new enterprise brought this Nation to its 
present high economical level. 

Because I feel small business is so vital to our progress, I believe 
that some tax relief is necessary, not alone for its continued growth, 
but more important for its very existence. Some plan should be 
worked out whereby profits plowed back into the business would have 

97385—58—pt. 2——3 
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some sort of exemption from taxation. Equity capital is a serious 

roblem with these concerns. The surtax might be placed on a higher 
evel in the case of corporations and a percent of retained earnings 
exempt from taxation in the case of proprietorships and partner- 
ships. 

Under today’s tax structure, an honest small-business man has very 
little chance of building any adequate capital account. He is prac- 
tically forced to depend on bank credit for his capital needs and this 
source is very limited and cumbersome. He can attract individual 
risk capital only at a very high price. It would seem that some of 
the recommendations of the President’s Cabinet Committee studying 
small-business tax problems might be of great benefit. 

Only commonsense dictates that estate taxes should be paid over 
a period of time. Quite frequently it has come to my attention that 
holdings of the deceased were thrown upon the market for a forced 
sale, which resulted in considerable loss to the heirs. This is con- 
stantly the case of small closely held corporations or partnerships. 
In the case of big business, we usually find a ready market for the 
disposal of such holdings, but in the small localized corporation, no 
such market-exists. 

The recommendation of the committee that partnerships and pro- 
prietorships elect to be taxed as corporations also has a great deal of 
merit. Economically, corporations, proprietorships, and partnerships 
have the same goal, that of a successful business enterprise, and it 
would seem that similar taxation would apply to all. The difference 
in the tax structure as applied to corporations against those applied 
to partnerships and firms is discriminatory. Asa result, many of the 
partnerships and proprietorships suffer after reaching a certain income 
level. 

The recommendation of the committee for the taxpayer to use the 
alternate method of depreciation on used property as well as new prop- 
erty also makes sense. Many of our small corporations and proprie- 
torships equip their plants with all used property for the simple rea- 
son they cannot afford new equipment. It does not seem logical that 
because one firm is financially able to purchase new equipment as 
against one that can afford only used equipment there should be any 
different depreciation schedule. 

Along with the Cabinet Committee, the President made a recom- 
mendation that I believe would go a long way in solving the avail- 
ability of capital for our small- business firms; that is, that any original 
investor in a small firm be allowed to consider such investments a loss 
of normal income if such an enterprise failed. As it stands now with 
the $1,000 offset limitation, it is most unattractive for an investor to 
risk his capital in such investments. This privilege might well be 
extended to include subsequent risk investments in going corporations 
or firms. 

The recommendation that a proprietor of an unincorporated busi- 


ness be treated as an employee for qualified pension, profit-sharing or 


bonus pli ins, seems to be a good one. Why should not a man who 
invests his savings in an enterprise he is trying to develop be deprived 
of normal fringe benefits that accrue to his employees? It seems only 
fair that if an employee can build up an estate while working for a 
proprietor that the proprietor be allowed at least the same privilege. 
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I do not believe that graduated corporate-tax rates would do any- 
thing to help solve the small-business man’s problems. I do not be- 
lieve that the small-business man expects to ts coddled in any way. 
I think he only asks that he be given an equal opportunity to progress 
under our economic system through his own merits and not be bur- 
dened with excessive tax requirements. Corporations who wish to 
avoid the high taxation under a graduated scale have many legal rights 
at their disposal whereby they can limit their profits to a certain figure. 
This is done today through subsidiaries; and if we graduated the tax 
rate, they would merely be forced to use a subsidiary subterfuge to 
limit their tax liability. 

In some cases the idea of allowing a small business to elect to use 
a standard deduction might be of some benefit. It would simplify 
the filing of returns for the very small business. It would relieve him 
of some accounting problems, as well as simplify some of the duties 
of the Internal Revenue Department. 

Since we have had over the past 15 or 20 years a continuing depreci- 
ated dollar, it might be time to review the amount of corporate-tax 
income not subject to surtax; $25,000 seems to be a rather low figure 
upon which to place the penalty of surtax. If this amount were raised 
after due study, it would mean that small corporations would have an 
additional opportunity to retain some of their earnings for the expan- 
sion of their business. 

The following is a quote from an article in the July 1957 issue of 
Fortune. 

The cumulative effect of successive 52 percent corporate-income-tax bites year 
after year has seriously reduced internal growing power. Consider two firms, 
each with $100,000 initial capital and a capacity of earning 100 percent on capital 
annually. Prior to 1913 when corporate taxes were first levied, a company 
beginning with $100,000 could accumulate $1,600,000 in capital and surplus in 
4years. At today’s tax rate, it would accumulate only $524,000 in 4 years. 

To reduce the corporate normal rate at this time does not seem prac- 
tical with the cost of Federal Government running as high as it is. 
Also, if the corporate normal rate were reduced, the individual rate 
would have to be reduced likewise. 

In summary, I would like to reemphasize the following points. 

First of all, 1 am positive most small-business men neither expect nor 
want any kind of subsidy. He wants no preferential treatment. He 
is an enterprising individual who wishes to sink or swim on his own 
merits. He realizes the big business needs little business and little 
business needs big business. The two are interdependent upon each 
other. At the same time, he also realizes that to progress, both need 
to be kept in a healthy state of financial condition. Barriers to sound 
growth must be eliminated. One barrier to such growth is the 
unavailability of risk capital. Action must be taken on a Federal tax 
level to make the investment of such risk capital attractive to those 
who have such funds to invest. Large business can do this now. 
Small business has no such source. 

For the continued good health of small business, some allowance 
must be made whereby the business would be encouraged an | would 
find it profitable and attractive to retain certain earnings in the busi- 
ness. This would aid greatly in the building of the capital accounts 
and strengthening the financial condition of the small business. 
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In the field of research and development, much can be done by the 
Federal Government to assist the small-business man. He cannot 
afford such programs himself. Yet, they are extremely necessary to 
his good health. It is now done in the field of agriculture, why not in 
the field of small business? 

Do not eliminate the enterprising rugged individual. Encourage 
him to grow. Big business needs him as much as democracy needs 
him. 

Senators Smatruers. Thank you very much, Mr. Kettle. It is a very 
constructive and helpful statement. “You, being a banker, why, we 
doubly appreciate it. We wish more of our banking friends, and I 
am sure many of you do, would take a great interest in the affairs of 
the small-business man. 

Thank you, sir. 

Mr. Kerrie. Thank you, sir. 

Senator Smatuers. Our next witness is Mr. John Shinn, J. K. 
Shinn. There he is. 

We are delighted to have you, my friend. 

Do you have a statement or are you just going to talk extemporane- 
ously # 

Mr. Surnn. I sent a dozen copies over here. 


STATEMENT OF J. K. SHINN, PRESIDENT, SEC MANUFACTURING 
CO., MIAMI, FLA. 


Senator Smaruers. Yes; here it is right here. Do you want to just 
talk orally ? 

Mr. Sunn. Yes. 

Senator Smatruers. Why don’t you do that, and we will make it a 
part of the record in toto. 

(The document referred to follows :) 


DEAR Mr. Stuits: After giving considerable thought and study to the subject 
of Federal impact of Federal taxation on small business, I have come to a rather 
limited conclusion. In other words, not too definite in my own mind. 

However, I believe that tax relief is necessary not only to small business but 
to large business and the individual taxpayer. Taxes are burdensome in 
many instances, perhaps more so on the individual taxpayer who has a small 
income and on the small-business man. However, I believe that some tax relief 
is necessary if for no other reason than psychological. 

To state a specific form that this tax relief should take or the amount of 
reduction for personal exemption corporate rates and relief for small business, 
I believe these are pretty well covered in the Herlong and Sadlak bills which 
were presented last spring in the Senate and House. To me, these are very 
comprehensive and very sensible. I do not believe personal exemption should 
be raised. 

There are certain aspects of taxes which shonld be taken specifically, such as 
permitting partnerships to be taxed as a corporation if the small operator can 
save a little in taxes. The small taxpayer should be allowed to use alternate 
methods of depreciation as provided in section 167 of internal revenue program 
of used property. 

I believe the proprietor of an unincorporated business should be treated as an 
employee to qualify under the pension plan. I also believe that estate taxes 
should be paid in installments over a period of years for we all know that much 
damage has been done to individuals and corporations by paying the estate tax 
in a lump sum after the estate is settled. 

I think that the above-mentioned Herlong and Sadlak bills are pretty compre- 
hensive and if passed, would reduce taxes and help the individual and small 
business. 
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A standard tax bill along the lines of the Herlong and Sadlak bills would 
cover nearly everything that could be thought up in the way of tax relief with- 
out giving special tax relief to a minority of small business. Sometimes small 
business is not operated in a sufficiently intelligent manner and as many small 
businesses enter the field with not enough capital and without managerial ex- 
perience so that they are doomed to failure the minute they open up for bus- 
iness. Other small businesses could be helped by the SBA giving them advice 
and help in various lines of management and methods of operation, etc., with- 
out giving them money. 

If the small business is operated long enough to show its ability, it seems to 
me that the bank would loan him at least 10 to 25 percent of a loan that might 
be taken by the SBA. I certainly am against any direct loans by the SBA to any 
business without bank participation. There is only one place I would suggest a 
special consideration for small business and that would be where the business 
management has shown a competency and then a tax reduction of maybe 50 
percent on the first 30 percent which all business has on the first $25,000. 

Small business seems to have taken the popular fancy as something to talk 
about and sympathize with. My feeling as a manufacturer dealing with many 
small businesses, is that the failures are generally caused by incompetence or 
overexpansion on credit and without letting your creditors know that you were 
stretching a dollar that you did not have. 

There are so many things to be considered on this subject that are worthy 
of much intelligent study and not influenced by sympathy. 

I am a small-business man and I have a successful business and I have never 
wanted for credit that I myself in my own thinking felt that credit was justified. 

Trusting this will furnish a little food for thought, I am 

Very truly yours, 
SEC MANUFACTURING Co., 
J. K. SHINN, President. 

Mr. Suinn. I was not quite clear altogether what you are trying 
to do, but I assume that some of my rem: arks in this letter were per- 
tinent to what you are trying to establish. 

Senator Smarurrs. Yes, the ‘y are very pertinent. 

Mr. Sunn. And, of course, I am what is known as a rugged in- 
dividualist, and not attempting to try to get special help for small 
business, because I do not believe that small business is in need of too 
much Federal help. 

I think that any small business that is a business that is useful to 
the general public, which all business is supposed to be, and if it is 
run by intelligence and hard work, that they are not going to have to 
run to the Federal Government for help. 

I think that business that is run by a man who knows what he is 
doing and is willing to work at it, that he can build up a backlog of 
credit even without too much capital or money or he can go to the 
bank and get enough mone y. 

[ do not want to brag on myself, because I am a very small business- 
man, but I have never had diftic ulty in getting money when it was 
really necessary to the business, because I had succeeded in making a 
business that was fairly productive. Sometimes it was not as prolit- 
able as I would like to have had it, but competition rather than Govern- 
ment has made that. 

Of course, we all feel that taxes are a little high, and I would like 
to say right here that I am very strong for the Herlong bill, a bill 
introduced by a colleague of Congressman Fascell, as a method of 
reducing taxes. 

I think that is very basic, and that we can all benefit by that, the 
whole United States, and not pick out any one business. 

I might say right here that I am against your farm subsidy. I 
think the farmers who are on the job can make money without the 
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subsidy, and I believe most small business can make money without 
subsidy. 

The Small Business Administration that has been put into effect, 
I believe, is a thing that is very helpful to small business if they will 
take advantage of it. 

I attended the President’s meeting in Washington, and I found out 
many things that small business could use without getting money. 
There is much, much information that the Small Business Adminis- 
tration has. 

If small business would attempt to get it, they should ask for it. 
They could get help that would be more valuable really than borrow- 
ing $100 or $100,000, if you attempt to carry them along. 

Vell, that is about the statement I had. That kind of goes along 
with what I have here. If there are any questions I would be glad to 
answer them. 

Senator Smaruers. Yes. 

Mr. Srutts. Mr. Shinn, would you identify yourself for the record, 
your position, the name of your company, what sort of business it is 
in 

Mr. Suryn. Well, I am J. K. Shinn, president of the SEC Manu- 
facturing Co. 

Mr. Surin. S-E-C? 

Mr. Sutnn. S-E-C Manufacturing Co. That is a word, not the ini- 
tials. We manufacture waterproofing for concrete, masonry paints. 
In fact, we manufacture anything for protection and painting of ma- 
sonry structures. 

Senator Smatuers. John, thank you very much, sir. We appreci- 
ate it. Your suggestion as to how the Government can help small 
business is not to give them money, but to give them help in tax reduc- 
tion and advice and help in various lines of management and methods 
of operation; is that it ? 

Mr. Surin. That is right. 

Senator Smatuers. Fine. 

Well, thank you very much, and we always appreciate hearing from 
you. 

Mr. Sunn. Thank you, Senator. 

Senator Smaruers. All right. The next witness we have is Mr. 
Hans French, certified public accountant. 

Mr. French, we are happy to have you here. 


STATEMENT OF HANS H. FRENCH, CERTIFIED PUBLIC ACCOUNT- 
ANT, CORAL GABLES, FLA. 


Mr. Frencn. Thank you, sir. 

My name is Hans H. French. Iam a certified public accountant of 
the States of Florida and New Jersey, and I practice at 218 Alcazar, 
Coral Gables. 

Mr. Chairman, I want to express to you and to your members my 
very sincere appreciation for being allowed to testify here before you. 

All the points that you have enumerated in your memorandum for 
witnesses are deserving of merit, no doubt, but I would like to confine 
my statements to two points that you have mentioned in there. They 
are No. 3 and No. 4. 
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Now, referring to item No. 3 of your memorandum for witnesses 
permit me to make the following suggestions: 

Section 167 of the Internal Revenue Code of 1954 as amended 
should be broadened to include used property. 

With the trend for higher replacement costs, the notion that a piece 
of used equipment is considerably lower in price and has a vastly 
shorter life than the same equipment when purchased new has often 
proved a fallacy. 

For example, one of my clients contemplated the acquisition of a 
small warehouse, about 314 years old, for an amount in excess of 
$75,000. Being short of working capital, this purchase based on 
fairly short-range financing seemed an ideal way to maintain an ade- 
quate cash balance for business purposes, assuming an accelerated 
method of depreciation, particularly during the first few years of op- 
eration, could be used. 

When informed that his contemplated purchase, because of the 
used condition would not qualify under section 167, the client was 
forced, because of pressing space problems to acquire a new structure, 
at approximately the same price, subject to long-range financing, but 
operationally far less suited to his purposes. 

It should be possible for a businessman to weigh the advantages or 
disadvantages of the acquisition of a particular piece of machinery 
or equipment of whatever nature it may be, solely by consideration 
of adequacy for his enterprise, rather than be influenced by the tax 
impact such as is now presented in the differentiation between used 
and new, as required by the Internal Revenue Code. 

There is no valid reason why simple yardsticks governing the tax- 
ability of such an investment cannot be provided by the Internal 
Revenue Code. As a matter of fact, they are provided now by the 
requirement that the anticipated life of the item subject to accelerated 
depreciation must be in excess of 3 years. 

[In particular, section 167 (c) (2) should be revised to allow the 
methods provided in section 167 (b) to apply to new as well as used 
property, subject to such limitations as would be deemed in the best 
interests of taxpayers and Treasury Department alike. 

It is further suggested that in addition to depreciation provided 
by section 167 of the Internal Revenue Code, there be enacted and in- 
corporated in the code a provision which would allow taxpayers to 
recognize the shrinkage in dollar value as it affects fixed assets. 

A comparison of original cost, used at the present time as the 
basis for computing depreciation, with actual replacement cost 
shows, in the majority of cases dealing predominantly with replace- 
ment of buildings and heavy equipment, such a large difference, that 
almost in no case will the accumulated reserve be sufficient to replace 
the particular item. 

The Internal Revenue Code should be revised to allow the accumu- 
lation of a reasonable reserve for cost increase or some such descrip- 
tion. This reserve may be calculated or based on any one or a num- 
ber of factors. 

Government indexes of the purchase power of the dollar might well 
be used. The annual allowable reserve might be calculated as being 
the annual decrease points, computed separately but consecutively for 
each taxable year, in dollar buying power. 
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Of this statistically sound amount, at least a certain percentage, if 
not all, might be allocated as a tax deductible reserve, which com- 
bined with the now recognized reserve for depreciation would theo- 
retically at least, provide sufficient funds to replace the original 
property. 

Increases in buying power of the dollar should, in fairness to the 
Treasury Department, be calculated in the same manner and be re- 
ported as taxable income until the reserve for cost increase is ex- 
hausted. 

At a point where reserve for depreciation plus reserve for cost in- 
crease equals 100 percent of the current replacement cost, no further 
reserves are allowable. Neither will there we any increase in taxable 
income by virtue of a throwback because of an increase in dollar buy- 
ing power. 

In any year in which an operating loss occurs—before computation 
of the reserve for cost increase—no such deduction should be allow- 
able. If the operating income before deducting the reserve is in- 
sufficient to absorb the allowable amount, operating income should be 
decreased only to zero, no further deduction resulting in a minus 
figure should be calculated. 

If upon expiration of the selected life span of the property the 
reserve for depreciation plus the reserve for cost increase does not 
equal the then prevailing replacement cost, no further reserves should 
be allowable. 

When combined reserves prior to the expiration of the calculated 
life span of the property equal the then prevailing replacement cost, 
no reserve for cost increase for this particular year should be allow- 
able. This is necessary to prevent accumulation of reserves over a 
period of time in excess of the actual replacement cost. 

A reasonable time might also be provided within which the accumu- 
lated reserve for cost increase must be used to replace the property 
upon which such writeoff was based. 

I have, with your permission, made a small example just to show 
how this would work. 

If we assume an original cost of $100,000, and an estimated life of 
20 years, with an annual depreciation of 5 percent, we would have in 
the first year the usual reserve for depreciation of $5,000. 

The dollar shrinkage for 1957—and these are purely arbitrary 
figures to which I do not want to be held, just for comparison sake- 
let us assume that shrinkage was 3 percent. The reserve for cost in- 
crease might then possibly be $3,000. 

So that we have a total igden tion of the ordinary reserve of $5,000 
and a reserve for cost increase of $3,000 or a total of $8,000. 

In the second year, again we are entitled to use allowable reserve 
for $5,000. 

We have a dollar shrinkage in this year of only 1 percent, so only 
$1,000 would go into the reserve for cost increase, with a net total 
deduction for that year of $6,000. 

In the third year, the dollar remained constant. If it remained 
constant, the $5,000 ordinary reserve would have to be used. 

Even if in the fourth year the dollar should go up, we would then 
get our usual reserve of $5,000, but we now would have a decrease of 
our cost increase reserve of $1,000, so the net allowable amount for 
tax purposes would now be $4,000. 
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So that at the end of the fourth, for example, we would have $3,000 
in the reserve for cost increase, and the usual $20,000 in the reserve 
for depreciation. . 

Now, the theoretical replacement cost of that property would now 
be $103,000 based on the dollar index. 

Mr. Fasceti. Mr. Chairman, may I ask him a question at this 
point ? 

Senator Smaruers. Yes, indeed. 

Mr. Fascewi. Mr. French, rather than staying with the theory of 
replacement, what is your opinion with respect to the amortization or 
the acquisition cost ? 

Mr. Frencu. The acquisition cost, Mr. Congressman, is unfortu- 
nately no longer, in my opinion, a yardstick of either depreciation or 
amortization because, as we know, if—let us assume you have an 
automobile—— 

Mr. Fascexx. It does represent an investment, an expenditure. 

Mr. Frencu. It does represent an investment, but the Internal Rev- 
enue Code, section 167, has been written, I believe, having in mind 
that the particular party, the businessman, will be at the end of his 
life in this particular equipment—will have accumulated a sufficient 
amount of dollar reserve to buy the same equipment new. 

Now, we know that today spending $5,000 for an automobile, which 
is not a very good example, but let us, for argument’s sake, take that 
example, 5 years ago, that is what it cost you then, and you will prob- 
ably spend about $5,700 or $6,000 for the same automobile today. 

Now, if that automobile h: d a life of 5 years, you would be $600 
or $700 in the hole. 

Mr. Fasceity. What I am curious about is whether the theory of re- 
placement was one that was put in the law as a revenue proposition or 
one that was put in as a good business proposition. 

Mr. Frencu. Well, it has been put in the law, I think, as a revenue 
proposition. I think it should be a good business proposition. 

Mr. Fascety. In other words, you “feel that a businessman ought 
to adhere to the idea of building up a reserve for eventual replace- 
ment ¢ 

Mr. Frencn. And he should replace it. 

I would like to go further than that. I think if he does get, which 
I consider a liberal tax credit, he should cert: uinly keep his end of the 
bargain, and then he in the position to replace the property. 

That is why I would like to see, if any such reserve for increase, is 
already incorporated in the code, I would like to see a safeguard that 
that is not something just to have less taxes to pay, and more in the 
poc “ket. 

Mr. Fascei.. How about if that reserve is built up and it is not 
used for the purpose for which it was built? 

Mr. Frencu. Then we can go back to a similar setup or, perhaps, 
to the way we have now in certain reserves like bad debts. 

If you are on the accrual method for charging off bad debts, there 
comes a time when you must throw it back into the income if the bad 
debt reserve is not actually used because of good performance. 

Mr. Fascett. Well now, the law does not require that now with 
respect to reserve for depreciation. 
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Mr. Frencu. No,sir. That isa fixed amount. You get it. What 
you do with the money or the property, Uncle Sam has never been 
interested in. 

Mr. Fascexy. But it is your theory if you allowed for the fluctuation 
in the value of the dollar by increasing or decreasing their reserve, you 
would have to put some kind of a terminal date on it. 

Mr. Frencu. I believe so. I believe so, in fairness to the Treasury 
Department, because it is a rather broad concession. 

Mr. Fascexyi. That is the point I wanted to get at. Thank you. 

Mr. Frencu. Referring to No. 4 of your memorandum for witnesses, 
permit me to make the following suggestions: 

Statistics published in responsible newspapers as well as Govern- 
ment publications point with increasing alarm at the rising tide of 
old people in this country. 

Concededly, social security, while a definite cushion for old age, 
will be inadequi ite as time goes on. 

Many businesses, as we ‘know, have supplemented old-age benefits 
with their own pension plans. But what about the professional man, 
the sole proprietor or head of a small closed corporation ¢ 

There is no provision now in our tax laws that would enable the 
practicing professional man, the doctor, lawyer or CPA as well as 
the owner of smaller partnerships or sole proprietorships to provide 
for eventual retirement. 

Talking to a number of such business and professional men I have 
come to the conclusion that the people embracing the above categories 
are worried about their later years, since after taxes, there is either 
not enough left to lay it aside or, what happens more often than not, 
despite g good intentions, it is spent rather than saved. 

It should be possible to provide through our Internal Revenue 
Code, a means of accumulating sufficient funds directed toward re- 
tirement. 

Many such plans have been proposed, some good, some bad; all of 
them lacking the guaranty that the tax benefits derived are not the 
sole motive for the scheme. 

It should be feasible to devise a plan, within the frame of our tax 
law, which would not only give tax relief but also guarantee that the 
tax deduction allowed goes to the very purpose intended. 

Why not try to work out a procedure whereby the amount of a re- 
tirement fund the taxpayer is allowed to accumulate would be geared 
to his gross or net income for a measurable span of years, i. e. 3, 5, 10 
years, and so forth. 

Actuarially it is possible to determine how much of a retirement 
fund a man earning $5,000 or $10,000 or $50,000 annually can afford 
to accumulate by the purchase of an annuity. 

The obstacle to this has been that after taxes the purchase power 
of the taxpayer has been severely restricted, making his efforts either 
inadequate or nonexistent. 

Suppose, within the frame of the Internal Revenue Code, a tax- 
payer would be entitled to purchase a retirement annuity, again 
measured by his earning capacity based on gross or net income. To 
plug the loopholes, such annuity would not be deductible in stated 
amounts: instead the annual premium, in whole or in part, and act- 
ually paid is allowed as a tax credit direct rather than as a deduction 
from adjusted gross income. 
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To guarantee the purchase of such annuity, rather than only the 
taking of a tax credit without the keeping of his end of the bargain 
by the taxpayer, such tax credit is allowable only upon annual proof 
of the payment of the required premium. This can be accomplished 
by the requirement of submission of receipted premium notice or 
letter with the tax return, to substantiate the credit taken, or in the 
alternative, a form such as form 1116 now used for foreign tax credit 
should be devised for inclusion in the tax return. 

Assuming, based on past years of earnings performance, a taxpayer 
is enabled to purchase an annuity of $30,000; assuming further—and 
these are arbitrary figures—that the annual premium necessary ac- 
cording to taxpayer’s age, amounts to $1,200, a tax credit against the 
annual income tax payable can be provided. This tax credit, subject 
to proof of payment of premium, should be limited by the proper pro- 
visions to be contained in the Internal Reyenue Code. 

Such credit against the tax may be taken at 100 percent for instance, 
subject to an overall limitation of—say—20 percent of total tax due 
or some oher reasonable percentage. 

The amount of self-employment tax should be deducted from the 
total tax before the percentage credit is allowable. 

(The example referred to is as follows:) 








CE): TE. TOTS RRR teks ome eb oe eet nian tte! Jatt scat ee 
Self-employment tax___-._------ wbeblde teh Lob bhnchk LULU Ee Og 126 
Total combined tax... ~~~ sian th tia ais Re ta 3, O76 
Annuity credit: 
Amount of annuity-_-_- Lf ae te Se FE MRS SS oe ._ $380, 000 
AnGal Prem ie i dk a De eee 1, 200 
Allowable tax credit: 
Either $1,200 or 20 percent of total income tax, whichever is 
an ac a a ad dal al Si ee ge ES cll aah 690 
Net total income and self-employment tax payable... ~~~ 2, 886 
Rr I SPs ae ae 16, 500 
Self-employment tax__-_- b S06 sada deeaned an I ssietomienth amen 126 
DOtAl ‘eosshined tak. o5iii3 tee a  euios ded what 16, 626 
Annuity credit: 
TT, Se I iin i sais oracle acca $60, 000 
pe: SRR a RS cs" SIR a et cena oie 3, 000 


Allowable tax credit: 
Hither $3,000 or 20 percent of total income tax, whichever is 
I aut ninciite eetnegtecink initiate os 0 chet nga etal tbs alate deeniedins tea tuitcestiek dealt - 3, 000 


Net total income and self-employment tax payable____------ 13, 626 

Senator Smatruers. That is fine, Mr. French. That is the con- 
clusion of your statement ¢ 

Mr. Frencn. That is correct. 

Senator Smaruers. I want to thank you very much, sir, for a very 
helpful statement. We appreciate your giving us your time, and the 
time you spent to prepare such a fine statement. 

Mr. Frencu. Thank you very much. 

Senator Smatruers. The next witness we have is Mr. Edward 
Duffy, vice president of the E. B. Malone Co. 

Allright, sir. Mr. Duffy, you may go ahead. 
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STATEMENT OF EDWARD V. DUFFY, VICE PRESIDENT, E. B. MALONE 
CO., MIAMI, FLA. 


Mr. Durry. Gentlemen, I represent the E. B. Malone Co., manu- 
facturers. I believe we could be classified under the Government 
interpretation of business as a “small business.” We are a partner- 
ship and pay our taxes as individuals. For some time it has been my 
belief that some provision should be made in the Internal Revenue 
Code for a single proprietorship or partnership to provide for tax 
relief on additional capital left in the business from profits. It has 
been our experience in the past that the payment of taxes on moneys 
retained in the company from profits is a hardship. 

If it was not possible for us to borrow money to replace our work- 
ing capital that was used to pay income taxes; many times we would 
be in a distressed condition. , Since corporations are permitted to re- 
tain a portion of their profits for working capital and expansion, I 
believe that a single propiretorship or partnership should be per- 
mitted to retain a portion of their profits that would not be taxed dur- 
ing the current profit year. 

I believe that the Internal Revenue Code could provide for a re- 
tention of a percentage of profits that would not be taxable until 
paid out. Of course, I know that some provision must be made to 
prevent the accumulation of profits without taxation and I believe 
that a limit of 5 years could be placed on such profits as retained in 
the company, that is, the profits in the taxable year 1957 would not 
have to be paid out before the end of the taxable year 1952. 

I do not believe that the granting of this option would work any 
hardship on the tax picture as the money retained in the company 
would be used for expansion and improvement, which would in- 
crease the eventual tax dollar. This proposed method would also, 
in my opinion, be a relief to the small business in a growing com- 
munity where expansion is required to keep the small business op- 
erator on a competitive basis with large national manufacturers and 
distributors. 

I also believe that some provision should be made in the Internal 
Revenue Code to permit single proprietorships or partnerships to 
adopt a pension or retirement plan or stock option plan such as per- 
mitted to corporations. It seems to me to be grossly unfair that an 
individual who elects to operate as a single propiretorship or part- 
nership should be penalized because of his choice to operate as a 
single proprietorship or partnership as against a corportion charter. 
This appears to be, on the face of it, unequal treatment under the 
law. 

I am not sure, but I believe that most of the students in colleges 
and universities today are children of small-business men and execu- 
tives of small corporations. Not long ago I believe that Vice Presi- 
dent Nixon made a proposal that a special allowance be permitted 
to parents who are educating their children in colleges or univeristies. 

Senator Smaruers. I would like to say that is not solely and ex- 
clusively Mr. Nixon’s recommendation. Even your Senator has 
made that recommendation, as have m: ny others. 

Mr. Durry. I am sorry, Senator. 

Senator Smatuers. But we are delighted he has made it. 
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Mr. Durry. He got the publicity on it. I am sorry for that, too. 

Senator Smaruers. A prophet is not without honor even at home. 
Go right ahead. 

Mr. Durry. We have been constantly told by our Government of the 
need for higher education, especially in the sciences. It seems to me 
to make sense that some speci ial provision or deduction should be made 
to an individual whose son or daughter is attending an institution of 
higher learning. The cost of education is increasing so rapidly at the 
university level that it is in the realm of possibility that we will have 
a decrease instead of an increase in the number of students in the next 
5 to 10 years. I think that this proposal is worthy of your very seri- 
ous consideration, and I want to state to you, Mr. Chairman, that I 
have six to go into college, that I have to educate, and my back is 
getting weak. 

Senator Smaruers. I have two who are just starting, so I under- 
stand your situation. 

Mr. Durry. Please understand that I have no objection to paying 
taxes. I think what we need more than anything else is a review of 
our tax laws so that small business may have a better opportunity of 
surviving and growing. The struggle of small business to survive 
today is growing greater and more acute as each year passes by. 
Your worthy consideration of our problems is a part of our Govern- 
ment and I respectfully request that you gentlemen support any 
changes in the Internal Revenue Code or other departments in Gov- 
ernment that will assist the survival of the great American bulwark, 
the small-business man. 

Senator Smaruers. Thank you very much, Mr. Duffy; that is a fine 
statement. 

Mr. Sruurs. Mr. Duffy, could you identify the name of the company 
and give its address? 

Mr. Durry. E. B. Malone Co., 60 Northwest 13th Street, Miami, 
Fla. 

Mr. Srvuvrs. It is operated as a partnership / 

Mr. Durry. Yes, sir. 

Mr. Srurrs. You are vice president ? 

Mr. Durry. Yes, sir. 

Mr. Sruurs. Thank you very much. 

Mr. Durry. Thank you. 

Senator Smaruers. The next witness we have scheduled is Mr. 
Edward N. Claughton, Jr., and also Mr. Walter E. Lehner, of Fort 
Lauderdale, and we are going to have both of them at once. We are 
glad to have them here. 

While you gentlemen are getting seated here, I might for the record 
read a telegram from Senator Holland addressed to me, which says: 

Regret I cannot be with you today. Please express to the Small Business 
Committee my appreciation for holding hearings in Miami to give Florida small- 
business men the opportunity to testify concerning their tax situation and other 
problems. I know these men will present evidence of value to your committee. 
I congratulate you for bringing the committee to Florida and join with you in 
extending to its members a warm welcome to our State. 


SPESSARD L. HOLLAND, 
United States Senator. 


All right. Which one of you gentleman is going to talk? 
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STATEMENT OF EDWARD N. CLAUGHTON, JR., PRESIDENT AND 
GENERAL COUNSEL, CLAUGHTON HOTELS, INC., MIAMI, FLA. 


Mr. CLAUGHTON. Tam going to speak first. 

My name is Edward N. C ‘Taughton, Jr., and I am president and 
general counsel for C laughton Hotels, Inc., the owners of the Urmey 
Hotel, in downtown Miami, 34 Southeast Second Avenue. 

I do not pretend to be an expert in the field of taxation nor have 
I been in the hotel business long. 

It is because I have not been in the hotel business long that we 
asked Mr. Lehner to speak to you gentlemen today in conjunction 
with me. 

My only qualification, in fact, that I can easily see is that I am a 
taxpayer, and I am that. 

Mr. Fascetx. Brother, that qualifies you. 

Senator Smatuers. That qualifies you. [Laughter.] 

There is this about this country, everybody who pays is entitled to 
speak. You go right ahead. 

Mr. Craventon. I also want to apologize for not having the report 
that I have given you gentlemen on an electric typew riter, but after 
having paid « our taxes for 1956 we have had to postpone the antici- 
pated ‘purchase of an electric typewriter. 

Mr. Lehner, I might mention, is the owner-operator of the Broward 
Hotel in Fort Lauderdale, Fla. He, incidentally, is also president 
of the Fort Lauderdale Hotel Association. 

We have been asked to represent the hotel industry today, and 
more particularly in representing that industry, I would like to say 
that I am a member of the American Hotel Association, a group 
which represents nearly three-quarters of all of the hotel rooms in 
America. 

I would like to speak briefly today on a few measures, pending or 
proposed, calculated to grant tax relief to small business. 

It is my personal belief that the Federal tax structure has a some- 
what different and overbearing effect on small business as opposed 
to other segments of the economy. Being more specific, the hotel in- 
dustry suffers even more from the burden of heavy taxation when you 
realize that the hotel industry, according to the United States Treas- 
ury Department, is among the smallest of United States industries 
from the standpoint of return on capital investment. We are con- 
sistently at the bottom of the list. 

I think only the restaurants are below us, and that also encompasses 
our business to some extent, since many hotel men operate dining 
rooms and restaurants in conjunction with our hotels. 

In considering the question of what form any proposed tax relief 
should take, it is my individual opinion that such relief should be 
a combination of an overall rate reduction, reduction in corporate 
rates, et cetera, but I would like to confine my comments today to the 
special relief which is urgently needed for small business. 


CURTIS BILL 


I understand there are two bills—which have been mentioned, I 
understand, the Curtis bill introduced in the House and a companion 
bill by Senator Potter in the Senate, I believe, warrants considerable 
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consideration by this committee, because financing of capital equip- 
ment and inventory is a particul: ir problem of small business, I be- 
lieve that the relief proposed in the Curtis bill, by way of allowing a 
deduction from net income an amount equal to additional investment 
in depreciable assets or inventory during the taxable year, would be 
a tremendous help to the small- business man. Even thomas such a 
deduction would be limited to 20 percent of such income or $30,000, 
whichever is the lesser, it acts as an incentive and it ties any tax saving 
to additional investments for modernization or expansion of business 
so as to stimulate small business and thus broaden the Government’s 
tax base. 

I heartily agree with Mr. Peters in his reference to the other aspects 
of the Curtis bill, in that I would like to see the Government refrain 
from any estate- tax levy, but, in the alternative, and I think you 
gentlemen are interested in some of the pending legislation, the aspect 
of the proposed bills pertaining to estate taxes is very fmportant. 

Because I have recently felt the st ing of estate taxes, I can urgently 
recommend to this committee the necessity for allowing such estate 
taxes to be paid over a 10-year period, with interest, as provided for 
in the Curtis bill. 

As I understand this proposal, it also would allow noninterst-bear- 
ing certificates to be bought from the United States Treasury, which 
would be excluded in determining the taxable estate, with a maximum 
amount of $100,000 for any one estate, for the purpose of paying the 
Federal estate tax. Small business, and particularly those persons 
inheriting closely held businesses, would |e more able to meet such 
obligations without being faced with a forced a or liquidation in 
order to pay the estate taxes. 


EXCISE TAXES 


There isa particular bugaboo in our industry. 

I would like to point out specifically the impact of these taxes. To 
give you some idea of the excise taxes to which our industry is exposed, 
here are just a few of the major ones: 

Transportation taxes, which I will 2 ‘uss later, manufacturers’ 
taxes on many appliances, home-type electric, gas, and oil appliances, 
and refrigerators, electric -light bulbs, electric sign and electric energy ; 
room-sized air-conditioning equipment, and sterling ware and hollow- 
ware; admissions and cabaret; alcoholic beverages; communications; 
and coin-operated devices. To mention only a few of these, I would 
like to point out their particular burdensome aspect on our industry. 


TRANSPORTATION TAXES 


In the form of the 10 percent tax on the transportation of persons, 
probably proves more burdensome to the hotels in this area and in 
several of the larger cities in the country, more so than it does other 
segments of our industry. We, here in south Florida, are in the 
position of being in a seasonal resort area where, although cur ex- 
penses and property taxes continue throughout the year, “the major 
segment of our revenue is produced only during the few months of our 
winter season. Congress has seen fit to repeal the tax on foreign 
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travel while continuing to impose it upon the American people who 
choose to travel within the United States. 

Senator Smaruers. Mr. Claughton, I have got to interrupt you 
there to brag about Congressman Fascell and myself, which we do 
not usually do, but we were the ones who got that tax taken off the 
Caribbean area. I got it off in the Senate and he in the House. 

Mr. CLaveuton. And Canada. 

Senator Smaruers. Of course, it had been taken off of every are: 
throughout the world except the Caribbean area and Canada, and 
we were successful, after a long ri in getting it removed there. 
But 

Mr. CLaucuton. That is certainly a step in the right direction. 

Senator Smaruers. It has been helpful; I agree this other is also 
deserving of consideration with respect to removing it. 

Mr. Fasceny. I do, too. If we could just get the Tre: asury Depart- 
ment to see it 8ur way now, we would be in like F lynn. 

Mr. CLavcnron. That is exactly the trouble. 

Our main business consists of the traveler who arrives by common 
carrier—plane, train or bus, and it is this tax of 10 percent on travel 
by common carrier which, in our opinion, has discouraged travel and 
has induced tens of thousands of Americans to travel by automobile. 
Automobile travel, aside from being the most dangerous means of 
travel, encourages the traveling public to patronize motor courts 
instead of the hotels located in the urban areas, which have the older 
and larger investment; and, selfishly speaking, we do not feel that 
such a tax, for whatever purpose it was passed, should give an ad- 

yantage to one segment of our economy while tending to cripple 
another segment. It is my understanding that this levy was a war- 
time measure, designed to discourage travel, and we therefore respect- 
fully urge that it is time for it to be repealed or at least further 


reduced. 





MANUFACTURERS’ TAXES 


Since our industry is a consumer and service industry, we are obliged 
to absorb the excise taxes on many different commodities. We are 
unable to pass this type of levy on to the consumer, as are many busi- 
nesses. A retailer, for instance, can show on his sales ticket the cost 
of the commodity and list separately the tax. This is not so with our 
industry, where we must lump it in one total price and there is a limit 
to what the public will pay for its overnight lodging. There are 
many of our guests who feel we have already priced ourselves out of 
business. Being unable to pass this tax on to the consumer and 
realizing that the tax on these many different commodities is actually 
a tax on the tools of a business such as ours, it is certainly a burden 
on our industry and on many similar industries. 


ADMISSIONS AND CABARET TAX 


The 20-percent cabaret tax is one of the most burdensome and in- 
equitable taxes which our industry must suffer. To continue this tax 
at its present amount of 20 percent is to dry up the better entertain- 
ment rooms in the Nation’s hotels, which in turn will destroy job 
opportunities for musicians, entertainers, waiters, waitresses, et cetera. 
It is my understanding that this is a difficult tax to police, particularly 
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for outlying establishments, and therefore an additional disadvantage 
is placed upon the honest and conscientious operator. 

The language of this statute is vague and often leads to misunder- 
standings, and many times, to retroactive assessments involving con- 
siderable sums. 

It acts as a deterrent to hotel operators in providing entertainment 
for their guests, and, many times, it is this tax alone which causes a 
proprietor to either discontinue entertainment or even dissuade him 
from embarking on a plan for providing some small form of enter- 
tainment. 

I am in the position right now where I have to decide whether to put 
entertainment in one of our rooms at the Urmey Hotel. 

The chief consideration is not one of whether it will prove econom- 
ically wise on the basis of profit alone, but whether the tax of 20 per- 
cent on those people who are now enjoying that room without enter- 
tainment will leave us when that bill gets so large because of the 
entertainment, which is only in the form of a vocalist. 

Iam battling that problem right now. 

We respectfully urge you gentlemen to take a closer look at the 
inequities prevailing in allied fields as a result of the excise taxes 
existing today. 

RECOMMENDATIONS BY PRESIDENT 


We heartily endorse the recommendations which President Eisen- 
hower made to the Ways and Means Committee in July of this year. 

Mr. Kettle has already ably discussed these. 

(1) To allow businesses the right to use the formulas of accelerated 
depreciation on “used” property which they purchase, the same as if 
it were new, would certainly be helpful. 

(2) Closely held corporations (say, 10 or fewer stockholders) should 
be given the option of being taxed as if they were partnerships. 

(3) The estate tax suggested relief, I have already mentioned. 

(4) And last, the or riginal investor in a small business should 
be given the right to deduct from his income up to some maximum 
amount prescribed by Congress, a loss, if any, realized on a stock in- 
vestment in such businesses. The present limitation from income is 
only $1,000. 

Since I have just recently mentioned accelerated depreciation, I 
would like to say that these rapid methods, both the “declining bal- 
ance” method and the “sum of the digits” method presently used on 
new properties have been a tremendous help to the small business and 
should be retained as law without any question. I believe there has 
been some question from time to time about doing aw ay with that. 

Senator Smaruers. It will stay in the law, I am sure of that. 

Mr. Ciaventon. Much of the rehabilitation and improvement of 
older buildings, which has been witnessed in recent years, can be at- 
tributed directly to this new inducement to hotel ownership to brighten 
and improve their properties. 


REDUCE PRESENT CEILINGS ON INCOME TAXES 


Certainly an obvious relief and one which I am sure that you gen- 
tlemen hear more often than most—is that the income tax, both corpo- 
rate and for individuals, be reduced, year by year, so that risk capital 
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would be encouraged, rather than discouraged, from investing in in- 
dustries such as ours. 

In an attempt to evaluate the total impact of Federal taxes of an 
average hotel, Horwath & Horwath made a study for AHA recently. 
They concluded that the total tax per room per day on an average 
hotel is $1.93, irrespective of whether the room is occupied by a pay- 
ing guest. This is indicative of the heavy Federal tax burden which 
our industry is carrying. This outlay makes it doubly difficult for 
owners of hotel properties to scrape up sufficient funds with which to 
improve and modernize their establishments. 


DISADVANTAGES TO NONCORPORATE OPERATIONS 


Mr. Duffy has aby discussed the disadvantages as to noncorporate 
operations, which we also endorse. 

We solicit this ¢ ae aid in recommending the passing of such 
proposed legislation as the Jenkins bill and the Keogh bill. 

These measures would give self-employed persons a tax deduction 
for amounts placed in individual retirement programs. At the mo- 
ment, corporate employers can treat as deductible, for expense pur- 
poses, when computing income tax, funds paid into retirement pro- 
grams for employees. These proposals would set up similar ma- 
chinery for partnerships and proprietorships. We believe that it is 
good for the national economy to stimulate, by all practical means, 
the underwriting of a retirement program for United States ¢ itizens : 
not only will they thus avoid becoming public charges, but their nor- 
mal expenditures help to swell the national business volume to the 
benefit of the country as a whole. 

There is another inequity leveled at the proprietorship or partner- 
ship which enables the corporation to exist with a decided advant age. 
I speak now about a small, but very important, aspect of our industry’s 
problem concerning allowable deductions. 

One aspect which affects our industry are that meals and lodging 
which are furnished an employee—may be stockholder, officer, et 
eetera—by a corporate-owner of a hotel are deductible if they meet 
certain tests and also are not subject to being taxed to the recipient 
if they meet certain tests. This is not so if the ownership of the hotel 
is individual or in the form of a partnership—but only if it is cor- 
porate owned and operated—and therein lies the inconsistency. 

We feel that an amendment is needed to the Revenue Code to correct 
this inequity. 

CONCLUSION 


We respectfully submit that some further relief to small business 
is needed and urge you gentlemen to try to find a way by which you 
can aid the small-business man in this most complicated and burden- 
some field of taxation. 

Thank you for the privilege and opportunity of appearing before 
this committee. 

I would like to introduce Mr. Lehner. 

Senator Smatuers. Mr. Lehner, we will be delighted to hear from 
you. 
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STATEMENT OF WALTER E. LEHNER, OWNER-OPERATOR, 
BROWARD HOTEL, FORT LAUDERDALE, FLA. 


Mr. Leaner. Thank you. 

Mr. Chairman and members of the committee, with your permis- 
sion I would like to condense my testimony. 

Senator Smaruers. You not only have our permission, you have 
our wholehearted and enthusiastic approval. 

Mr. Lenner. Particularly since Mr. Claughton has touched on some 
of the subjects. 

Senator Smatuers. Fine. 

Mr. Lenner. My name is Walter Lehner. I am a resident of Flor- 
ida. I operate the Broward Hotel in Fort Lauderdale, and I am the 
president of our hotel association. 

In that capacity, for the past 4 years, I have had ample oppor- 
tunity to talk to people and not only my own experience but their 
experience to find out what the real problem seems to be. 

I do not profess to be an expert, but I do believe that I am a rea- 
sonably good hotel man —- while I may not be able to make any 
specific recommendations, I do know what our trouble is and what 
our ills are, and if you will give me a couple of minutes, I would like 
to try to point those out. 

First of all, gentlemen, the tremendous plight of our small- and 
medium-sized hotels is as well known as our superhuman efforts to 
keep our businesses alive by coping with increasing direct and indi- 
rect taxation, constant rise in operating costs in both labor and mate- 
rials, in contrast to a ridiculous small increase in our rate structure 
during the past 15 years, in our area, in our hotel industry, and the 
hotel industry in this area is the basic industr y, with few exceptions. 

The generally accepted assumption that the hotels in south Florida 
on the so-e alled Goid Coast are gold mines, and that people are get- 
ting rich overnight is absolutely false. 

Horwath & Horwath have made a very thorough analysis to show 
that, as Mr. Claughton pointed out, the return on the capital invested 
is very, very low indeed. 

We have approximately 1,400 hotels in the State of Florida. Of 
those 1,400 hotels, more than half, perhaps even more, are 20 years 
old. 

Those hotels need very badly rehabilitation; and being in a resort 
area, and we still are, in spite of the fact that some hotels operate on 
a year-round basis, our rate structure is far below what the national 
“ age is. 

I do not wish to bore you with examples, but I could name any 
hotel in the North, any commercial hotel oper: ating on a 1 2-months’ 
basis and compare their rate structure and their income to ours, and 
you would be surprised to see how very little we actually get out of 
our operations. - 

In our opinion, or, rather, in my opinion, having been in the hotel 
business all my life, I believe that the main problem i is the constant 
need for improvement, upgrading, and the creation of additional fa- 
cilities to remain competitive. 
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The extremely limited cash reserves, if there are any, have already 
been severely depleted, and the cost of the necessary improvements 
that we had to undergo or, rather, have our operations undergo; and, 
consequently, we have had to go out and borrow money and borrow 
money at very excessive rates, as you gentlemen very w ell know. 

I would just like to mention this one point, that 10 or 15 years ago, 
down here in Miami, a winter guest who came down was perfectly sat- 
isfied and happy to have a clean, neat, and comfortable room and 
pay a reasonable rate for it. 

That very same man does not want to pay any more now or very 
little more now, but he expects in that small- or medium-sized hotel 
top-notch facilities, because he is used to them, and there is a discrep- 
ancy which is extremely hard for us to overcome. 

As I said before, the absolutely—because of the absolutely neces- 
sary improv ements, upgrading, adding to our facilities, most of our 
operations have become very highly mortgaged, and are really carry- 
ing a tremendous indebtedness. 

the code, as I understand it, somewhat penalizes those operations. 
Instead of trying to help them, they penalize them, because there is 
not a hotel man who takes a mortgage to go on a Caribbean trip. It 
is the hotel man who takes on a mortgage to pay for the necessary im- 
provements, who is in trouble, and those are the majority. 

I respectfully suggest to you gentlemen that the benefits of the 1954 
Revenue Act in regard to depreciation methods not only be main- 
tained but liberalized, particularly for the small- and medium-sized 
hotels which have been built many years ago. 

As an example, if an owner-operator of a small hotel, through his 
superhuman efforts, has been in a position to show a profit, and if he 
is incorporated, if he has had his business incorporated, for protec- 
tion’s sake, he immediately becomes subject to an extremely high cor- 
porate tax, 

If it is possible we, of course, would like to see not only a reduction 
in the upper brackets from 52 to 47 percent, but also an extension of 
the lower bracket, which up to now is limited to $25,000. That would 
help tremendously. 

Mr. Rocers. Mr. Chairman, I would like to just say that I person- 
ally know Mr. Lehner, and I know of his operation there at the Bro- 
ward Hotel, and the problem he is presenting are ones that I know 
he knows a great deal about, because of his own operation in the hotel 
business for so long, and I think that all of the views that he has put 
forth in his statement here, along with what he has already given, 
should be made a part of the recor rd, and I would like to suggest that 
his entire statement now be made a part of the record. 

Senator Smaruers. If there is no objection, we will make the en- 
tire statement a part of the record. 

Mr. Lenner. Thank you, Mr. Chairman. 

(The document referred to follows :) 


STATEMENT OF WALTER E. LEHNER BEFORE THE SENATE SELECT COMMITTEE ON 
SMALL BUSINESS 


Mr. Chairman and members of the committee, My name is Walter E. Lehner, 
T am a resident of Florida and reside at the Broward Hotel, Fort Lauderdale, 
Fla., which I operate. I am the president of the Fort Lauderdale Hotel Asso- 
ciation, membership of which is made up primarily of small to medium sized 
hotels. 
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My testimony is based upon many interviews and discussion with fellow hotel- 
men in our area of the tax problem, as well as my own experience as a hotel 
operator for many years in this area. 

The tremendous plight of our small and medium sized hotels is as well known 
as our superhuman effort to keep our businesses alive by coping with increasing 
direct and indirect taxation, constant rise in operating costs (in both labor and 
material) in contract to a ridiculously small increase in our rate structure dur- 
ing the past 15 years in our area. 

The generally accepted assumption of the hotels on the so-called gold coast of 
Florida producing fortunes and being the most profitable type of enterprise in 
our area can easily be disproved. 

With the exception of a relatively small number of superdeluxe hotels, out of 
the approximately 1,400 existing hotels in the State of Florida, more than half 
are about 20 to 25 years old. 

Furthermore, the rate structure of the majority of the 1,400 Florida hotels, 
including Broward County, is well below the national average. 

Because of the fact that our area is still primarily a resort area, our average 
rate, even for those hotels operating on a year-around basis, of which there are 
still relatively few, is far below the national average. 

I certainly am not a tax expert, but having been a hotelman all my life long, 
I would like, with your permission to point out the main reasons for the condi- 
tions I have just mentioned : 

(1) The constant need for improvements, upgradings and creation of ad- 
ditional facilities, to remain competitive. 

(2) The extreme limited cash reserves, if any, dangerously depleted be- 
cause of the just mentioned factor of the need for constant improvements 
and rehabilitation, as well as our inability to borrow money, even at exces- 
sive rates of interest. 

(3) To be forced to amortize such most necessary improvements over a 
relatively long period of time, further depleting their cash reserves. 

If 10 or 15 years ago the hotel guest expected a clean, neat and com- 
fortable room in a small or medium sized hotel, which could be maintained 
without additional capital improvements for many years, he now expects 
deluxe accommodations, even in small or medium-sized hotels, and most of 
all, all the other facilities which used to be originally provided for only by 
very large operations. 

(4) The constant construction of new hotels and restaurants providing 
facilities are another factor forcing the small- and medium-sized operator 
to even create facilities, for competition’s sake, which he knows cannot be 
amortized, but will provide a constant and steady source of operational 
losses, 

(5) Because of the financial plight of the small- and medium-sized oper- 
ator, many of their properties had to be heavily mortgaged to provide the 
necessary capital, both to cover operational deficits as well as to provide 
the funds for the above-mentioned necessary improvements. This factor 
“adds insult to injury” and puts him in a worse position yet, as only in very 
few instances the permissible rate of depreciation equals or comes any way 
near the actual extremely fast depreciation of those improvements or facili- 
ties, forcing him to borrow money to carry them out and then to hardly reach 
the time to recover the capital improvements, through permissible deprecia- 
tion schedules, as he is forced to either remodel or recreate new facilities 
long before then. 

Therefore, it is the general feeling of most hotelmen owning or operating small- 
or medium-sized hotels that the heavily mortgaged properties should receive cer- 
tain tax relief rather than be penalized, as is the case right now. 

I respectfully suggest that the committee consider not only to continue to 
permit us to enjoy the benefits of the 1954 Revenue Act in regard to depreciation 
methods, but to liberalize it, particularly for the small- and medium-sized hotel 
which has been built many years ago. 

If an owner or operator of a small hotel, through superhuman efforts and 
perhaps exceptional foresight, is in a position to show a profit, and if he happens 
to have his property incorporated, for liabilities’ sake, he immediately becomes 
subject to a severe corporation tax of up to 52 percent, making it impossible for 
him to build up even the slightest cash reserve, and the chances are that he may 
even have to go out and try to borrow money, at exorbitant rates, to pay for the 
taxes on such profits. 
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Therefore, it seems extremely important to us to have the corporation-tax rate 
reduced to 47 percent on the highest brackets and, if possible, extend the lower 
rates beyond the present $25,000 limit. 

In addition to the direct corporation taxes, I believe the hotel and restaurant 
industry is subject to more direct and indirect excise taxes than any other 
industry. 

The cabaret tax adds additional problems to the small- or medium-sized owner 
or operator. 1 

To remain competitive, he is now expected to provide entertainment in his 
cocktail lounge at reasonable rates. Therefore, such entertainment provided 
within the framework of a hotel or resort operation is not a luxury but a “must” 
to remain competitive. 

If the small operator adds the 20-percent cabaret tax to the guest check, he 
immediately will be severely criticized and stands to lose a substantial amount 
of his business; if he absorbs, or rather adds it into his price, he no longer is 
competitive. 

In large corporations these facilities are being operated at relatively high 
prices, and, of course, also patronized by a less budget-conscious clientele, and 
the tax is usually added into the price, which already is substantially higher, 
without causing any comment or criticism. 

A distinction should be considered as to when such entertainment is necessary 
for the successful operation of the hotel to remain competitive and hotels which 
operate regular night clubs where the question of cabaret tax is not as critical. 

Because of the larger margin of profit in previous years, the medium sized 
and smaller operations were able to maintain resident managers to live on the 
premises, to be available 24 hours a day. 

Because of the very substantial decrease in the margin of profit of small and 
medium sized operations, many hotel owners find it now necessary, to more or 
less act as resident managers and be available 24 hours a day, to take care of 
known and common contingencies in our industry, and I therefore believe that 
both owners, operators, and partners of such operations should enjoy tax exemp- 
tion on meals and lodging. 

Also, depreciation schedules on most of the necessary equipment in the hotel 
and restaurant operations should be adjusted, as such equipment was used most 
sparingly in the past because of the relatively low cost of labor, while now, even 
small and medium sized operations have to rely more and more upon the most 
modern and most efficient equipment to keep their labor costs within the normal 
limits. 

Travel expenses and the unfortunate highly stigmatized promotion and pub- 
licity expenses, which in days gone by were used to drain profits from hotel 
operations, are no longer an excuse but a must, for the same reason as men- 
tioned before and also, because of the most highly competitive markets and 
easy communications permitting tourists to choose their area of vacation and 
travel from a much larger area than before. 

Certainly the transportation tax removed from all foreign travel, but still 
applicable to domestic travel, is another serious cause of the conditions I have 
mentioned before. 

The fact of the matter is that particularly small and medium sized hotels 
have to, and are, spending relatively a great deal more money in direct and in- 
direct promotion and publicity than very large corporations, primarily because 
they cannot afford to use half- or one-page display advertising in good me- 
diums, as large corporations can, and therefore have to rely upon their ingenuity 
in publicizing and promoting their operations through personal contacts, con- 
stant visiting of travel agents, and many other costly but sometimes intangible 
methods. 

The idea to require the hotel operator and employee alike to pay social se- 
curity on gratuities received is, in my humble opinion, not only impractical but 
would also create additional substantial costs in the already complicated book- 
keeping and control system of hotels, and would again extend the bookkeeping 
and auditing work to be performed by the individual hotel operator on behalf 
of the Federal Government. 

Furthermore, I believe that it is questionable as to whether such a move would 
produce a sufficiently large amount of tax revenue to warrant the additional 
expenses of the individual operation. 

If I may be permitted to state that, based upon my own experience as well as 
the experience of most of my fellow hotelmen, it is most urgent that you gentle- 
men consider not only certain methods of tax relief, in the form of more liberal- 
ized depreciation schedules, more liberal interpretation between the differences 
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of a replacement and capital improvements, the elimination of the cabaret tax, 
and at least reduction of certain excise taxes our industry is subject to. Also, 
if it falls within the jurisdiction of this committee, to seriously consider the 
possibility of making it possible for the small and medium sized hotel owner and 
operator to obtain governmental loans, to be used strictly for improvements, at 
reasonable rates, to permit them to not only become more substantial taxpayers, 
but also to remain the foundation and pioneers of our industry. 

Senator Smaruers. Thank you very much, Mr. Lehner; you are a 
fine widesbele, 

Mr. Lenner. Thank you, sir. 

Senator SmatueErs. Gentlemen, that is the last witness for this 
morning, and the hearings will stand in recess until 2: 30 this after- 
noon, at which time we will hear Mr. Albert Bernstein and a list of 
other witnesses. We hope to get through, of course, by 4 o'clock. 

We will return at 2: 30. 

(Whereupon at 12:10 p. m. a recess was taken to 2:30 p. m. the 
same day.) 

AFTERNOON SESSION 


Senator Smatruers. The meeting will come to order. 

I think the committee is most fortunate to have as our first witness 
for this afternoon a highly competent young man in many fields 

e 3 

particularly in the field of taxation, Albert Bernstein. 

Does that put you on record 

Mr. Bernstein. Yes, sir. 

Shall I have a seat, Senator? 

Senator Smaruers. Yes, sir. Why don’t you sit down here? 


STATEMENT OF ALBERT B. BERNSTEIN, ATTORNEY, MIAMI, FLA. 


Mr. Bernstein. Senator Smathers and gentlemen, many people 
who invest in real estate are small investors. Now, if an investor 
in real estate sells more than a very few vacant lots or parcels of land 
the Internal Revenue Service has contended and the court have held 
that the property was held primarily for sale to customers in the 
ordinary course of business and that the gain is ordinary income and 
not capital gain. Some courts have stated that if the property is not 
productive of income or if it is not acquired for the purpose of 
producing income, the inference is justifiable that the property was 
na d primarily for sale in the ordinary course of business, so that the 

gain is ordinary income and not c: pits ul gain. Let us compare this 
with investment in securities. Certain corporations plow back almost 
all of their earnings, paying no cash dividends. Stocks of these cor- 
porations are purchased for enhancement in value. When the investor 
in such stocks sells them his gain is considered capital gain, even 
though he may sell quite a few or a number of such stocks. 

On the other hand, an investor in land producing no income is 
likely to have his gain treated as ordinary income if he sells a number 
of parcels. This is discrimination. It is recommended that the 
definition of a capital asset in the Internal Revenue Code be amended 
so as to provide that the fact that property, real or personal, tangible 
or intangible, is not productive of income or the fact that such property 
is acquired for its prospective enhancement in value, rather than for 
the production of income, shall raise no inference that the property is 
held primarily for resale in the ordinary course of its owner’s business. 
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Now, again, along the same lines, under the Internal Revenue Code 
a dealer in certain securities may still be an investor in other securities. 
The gain realized by a securities dealer in his investment securities is 
considered a capital gain if within 30 days after acquisition such 
investment securities are clearly identified in the dealer’s records as 
securities held for investment and are not thereafter ae held 
for sale to customers in the ordinary course of business. A dealer in 
securities is taxed at ordinary income rates on the securities which 
he holds as a dealer but is taxed at capital-gain rates on the gains 
which he makes on securities which he, himself, identifies as securities 
held for investment. However, if a taxpayer is once identified as a 
dealer in real estate subdivision lots or acreage, then, generally speak- 
ing, he is taxed at ordinary income rates on the gains he makes on the 
sale of all subdivision lots, without any distinction between the lots 
held as a dealer and the lots held for investment. This constitutes 
discrimination against real-estate dealers and in favor of securities 
dealers and investors. 

Now, it would be a simple matter to amend the Internal Revenue 
Code so as to give the same favorable treatment to a dealer in real 
estate as is given to a dealer in securities. I think you say “and real 
estate,” and that would affect that amendment. 

Senator Smaruers. Do you have any idea, Mr. Bernstein, at all, 
what the loss to the Treasury would be if we made such an amend- 
ment as you suggest? I doubt if you have it available, that is, the facts 
and figures. “| 

Mr. Bernstein. Senator, I do not have the facts and figures there, 
and I am nota fiscal expert. My field is taxation and not Government 
finance, but it would occur to me from what I see, read and hear, that 
there must be at least as many securities investors and dealers as there 
are real estate, or perhaps more so. So that to cut in the securities 
investors and not the real-estate investors would be that—I do not 
think it would be a terrific drain. 

It would just mean that if a man customarily sold real estate sub- 
division lots but decided to pick up a dozen of them here and hold 
them for a long while as an investment, that you would describe those 
accordingly, and if he did not get very active in selling that set-aside 
batch, he would still be a dealer ordinarily, but for one particular 
batch. I should think it would not be a great drain on the Treasury, 
Senator. 

Senator Smatuers. Mr. Stults, I wonder if our staff could at the 
conclusion of his testimony in that connection, submit the estimates as 
to what it would cost the Treasury if these recommendations were 
adopted, just so that we can get some perspective of it. 

It might be very simple. If there is not ver y much money, obvious- 
ly it would be beneficial to a lot of people in Florida, certainly, and I 
think all over the Nation. 

We have such preponderance of real-estate dealers, that it could be 
very helpful. But let us see what it looks like in terms of cost to the 
Treasury. 

Mr. Srutts. I shall do that, Senator. 

Senator Smatuers. All right. 

Mr. Bernstein. I think another suggestion somewhat along the 
same lines we run into down here a great deal, and I think in any 
other jurisdictions that are very active in real est ate, they would have 
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the same situation. In fact, I can see from the reported cases that 
they do. 

In many parts of the country a number of different investors form 
a sy ndicate to purchase real estate, frequently because no one of the 
investors is financially able to purchase the land by himself. A very 
convenient way to handle such a transaction is to take title in the 
name of a bank as trustee for the investors. However, under the 
Treasury regulations and certain decisions, the trust so created may 
be classified as an association which is taxable as a corporation. If 
the trust makes a profit this is taxed to the trust once at corporation 

rates and when the beneficiaries receive the money it ts taxed to them 
again as dividends at ordinary income rates. It is recommended that 
a provision be added to the Internal Revenue Code providing that 
a trust shall not be deemed an association or taxed as a corporation 
if it does not have more than 10 investors or beneficiaries and if there 
has not been invested a total of more than some figure. It could be 
any figure. I have a figure of half a million in the assets of the 
trust. 

As the law now stands, it is very, very uncertain. The code itself 
barely mentions the word “association” once, but the Treasury regu- 
lations and court decisions have just put you on the fence where you 

cannot tell a client whether a trust is going to be taxed as an associa- 
tion or not. 

We could either clarify the law or at least make small syndicates 
not subject to it. We very frequently buy acreage that way down 
here, half a dozen people getting together and buying a tract. Now, 
the next one, the President’s ( ‘abinet Committee—— 

Senator SMATHERS. Let me ask you one question on that. 

Mr. Bernstein. Yes, sir. 

Senator Smaruers. Put it this way: There is an old rule of law 
that a statement of some excludes those not mentioned. If we put 
in that we amended the law to say that an association of 10 people 
or less who bought land for the purposes, or for whatever the pur- 
pose might be, but they sell it, and what we are trying to say is that 
they would be able to take a capital-gain treatment on it—— 

Mr. Bernstein. They would be able to take a capital-gain treat- 
ment unless, of course, they were so active as to bileaiaa dealers. If 
they had hundreds of parcels, they would still pay ordinary income. 
But we do not want them to be taxed at corporate rates when they are 
individuals as a trust. But you have a good legal point that I catch 
right here and now. 

If you wrote a section in the Internal Revenue Code that said if 
there was a trust with less than 10 beneficiaries or not more than 10 
beneficiaries, that did not have a total investment of blank dollars, 
it should not be considered an association and not taxed as a cor- 
poration, and you should go on—I see that point—and say, but if 
they do have more than 10, it should create no inference that they 
should be taxed as an association. 

Senator Smatuers. All right. 

Mr. Bernstern. Now, the next point is not mine, that is, the Presi- 
dent’s Cabinet Committee which recommended that a decedent’s estate 
be given the option of paying the estate tax over a period of up to 10 
years in cases—no, I am sorry. 
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I think before that, the one that I had in mind is the President’s 
Cabinet Committee recommendation that corporations with 10 or 
fewer stockholders be given the option of being taxed as if they were 
partnerships. This would prevent stockholders in a business, which 
was incorporated for sound business reasons, from being double taxed 
and would help small businesses. 

Now, they have had many bills like his drawn. I think they are 
running into technical difficulties. 

I read in the services they are a little afraid that if you give them 
the option to be taxed as partnerships, are they still corporations in 
certain respects? Are they subject to the collapsible corporation laws, 
or are they partnerships throughout ¢ 

But anyway, it seems that those are not insurmountable difficulties, 
and they would permit small corporations really not to be double 
taxed. 

The theory, I think, of double taxation with large corporations 
paying dividends to outsiders—it was a separate type of investment, 
instead of making one small man pay for the same thing twice. 

I think another law that has created h: avoc, well, I would say, in the 
real-estate business, in the construction business, and in some manu- 
facturing businesses, is the collapsible corporation law. 

You will recall that the evil that that was aimed at, I think, started 
out in Hollywood, where they would form a corporation to make mov- 
ing pictures or to make a moving picture, and just about when they 
decided how much they would make on the sale of it, they either liqui- 
dated, collapsed the corporation, or sold—collapsed the corporation 
and gave it to the stockholders, or else they sold it to some friendly 
interest, and instead of getting ordinary income from the sale of the 
film, they got capital gain. 

So they first passed a law about 1949 or in the 1940’s, to stop that 
practice; in other words, to tax you at your income if you took some- 
thing which would have been ordinary income in the first instance, 
and by collapsing the corporation took capital gain, they would still 
tax them as ordinary income, but they amended it in 1954, the 1954 
Revenue Act, and sort of like a meat cleaver, it just chopped out and 
chopped off everything it came in contact with. 

For example, the corporation, the coll: apsible corporation, now is so 
broad, in general, and so vague, in many particulars, that many small 
corporations, m: ny small-business corporations, do not know exactly 
where they stand, and are often caught in the dragnet of this law for 
no good reason. 

Now, one example: If a man individually should build a small 
apartment house, operate it for a little while, and then sell it, he would 

et capital gain. That is depreciable property used in the trade or 
Sinan Unquestionably, it is capital gain held for more than 6 
months. 

On the other hand, if the same man incorporated and did the same 
thing, but sold the stock of the corporation within a year, or else 
liquidated the corporation, the gain on the sale of the stock or the g gain 
on the liquidation of the corporation of this same particular apart- 
ment house, would be ordinary income. 

I do not know whether that was ever intended, but that is caught, 
and there are other situations that catch it, and the average small 
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investor is not sufficiently tax-conscious, even with all the tax advisers 
running around, to keep out of this trap. 

So it is suggested that a complete restudy be made of the collapsible 
corporation law and that certain portions of it be rewritten, so that it 
will be less broad in scope and very definite in language. 

Up to now we cannot hardly get advance rulings from the Treasury 
Department on the meaning of the important parts of the collapsible 
corporation law. They are not yet prepared to take a particular stand 
on that. 

Senator Smatruers. You do not get any regulations from the Inter- 
nal Revenue Service based on the changes which we made in the 1954 
Code? 

Mr. Bernstein. We have regulations, Senator, but they cover only 
a few high spots and are a little tough. 

Senator Smaruers. Yes. 

Mr. Bernstein. They do not talk about when you have earned a 
substantial—you see, part of the law depends on whether you collapse 
or sell the stock before you have earned a substantial part of the 
money that you would earn out of the business or the project, but they 
used to say that half would be considered a substantial portion. 

Now, you cannot get any expression from them at all on what is 
a substantial portion. They do it first, and “we will see what to do 
about it later.” 

Now, you will recall that under the present law, the law does not 
apply to a shareholder unless he owns more than 5 percent in value of 
the outstanding stock at a certain time. But they have got a broad 
family attribution rule. You own the stock that is owned by the 
brothers, sisters, ancestors, lineal descendents, spouse, and so forth, 
so you might think you own a certain percentage, but you own twice 
as much by the family attribution rule. 

Now, if the law were changed to 10 percent of the value of the stock, 
that is, it would apply to fewer corporations, and also there is a 3-year 
period which would save you if you bought your property and do not 
liquidate the corporat ion or sold the stock for more than 3 years, or 
construct property, 3 years after you construct it, it does not apply. 

If you put that down to 2, that might help, but I think the main 
thing they ought to do is to be definite and specific and not just say, 
“Listen, brother, any time you have got a — ation, and any time 
less than 3 years you sell the stock or liquidate the corporation, if you 
bought land or manufactured property or constructed property, you 
are in trouble,” and you will never know until after it is over how 
badly you are in trouble. 

The uncertainty of it just keeps legitimate companies—well, it keeps 
real-estate companies from selling real estate within 3 years or selling 
the stock ,although we find a situation where there was 1 tract of 
land bought, no activity on it at all. 

Two and a half years later they wanted to sell the stock in the 
corporation. They were afraid to do it. 

I think it is all right, because they—it would never have been 
ordinary income in the first instance, because they were not dealers, so 
it would not be converted into ordinary income on the sale of it. 

The purpose was to take what w ould be ordinary income and keep 
it ordinary income if you sold the stock or liquidated the corporation. 
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But we do not know what to do, nor does anybody else, and you 
annot get a ruling on it, so it keeps you from selling things within a 
certain length of time for fear of doing that. That is a difficult sub- 
ject. 

Senator Smaruers. What sort of specific remedy do you recom- 
mend? You want tobe more specific. 

Mr. Brernstrern. My specific recommendations, I think, would be 
three: 

One would be not to have it apply to a stockholder unless he 
owns at least 10 percent of the stock of the corporation. That means 
if 10 or 11 people get together and form a corporation or a relatively 
small one, they would be relatively safe. 

The other is, don’t freeze the project for 3 years. Why not freeze it 
for two? Say, if you liquidate within 2 years, that would be all 
right. That would give us a chance—some of these people have been 
holding acreage down here close to 3 years before doing anything 
with it, and they are afraid there is a drop in there now, and they say, 
“My goodness, the collapsible corporation law is what ruined us. We 
would have sold the tod in this corporation or liquidated it last year.” 

Senator SMATHERs. Yes. 

Mr. Bernstein. Now, there might be a tremendous amount of 
revenue lost under certain circumstances. 

Some of the big building projects, if somebody builds a thousand 
homes, and then when they find out what the ultimate sale price will 
be, then liquidate and pay a capital gain at that, and then sell each 
home separately, they would actully be probably converting ordinary 
income into capital gain. 

But if you limit it either by these 10 men or perhaps limited the 
amount of sales that you might have—that is not in my memo- 
randum, the amount of sales—or either in value or in number of 
sales, you might be able to give relief to these small companies 
that never had any idea of doing anything like that, but who get 
caught in the big dragnet. 

The next thing is to study it and have it reworded to state what do 
you mean by a substantial, before realizing a substantial amount of 
profit out of a transaction. Say it is 25 percent or 50 percent or 70 
percent, or something of that kind, because at the present moment I 
think it is actually hurting business and retarding progress and profits. 

That would take a considerable study, Senator. I mean, that is a 
difficult problem. 

Senator Smatuers. Yes. 

Mr. Bernstein. But about the only other thing I have to 
suggest- 

Senator Smaruers. You see, Mr. Bernstein, we need fellows like 
you. 

Iam on the Senate Finance and Taxation Committee. 

Mr. Bernstern. That is the committee that would be aware of it. 

Senator Smaruers. That is the committee that finally begins to 
change these laws. 

I am also on the Small Business Committee. But when we changed, 
for example, the code in 1954, I had just gone on the committee, and 
in 1953, when they were holding hearings, I have never seen anything 
so complicated in my life. 
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There were about 8,000 sections, and people would come up and 
speak for a few moments of fractionating foreign credits, and depre- 
ciation, and all this business, and it was really very confusing to me. 

Mr. Bernstein. Yes, sir. 

Senator Smaruers. And there were many things that we did, and 
all these Senators sitting there, none of them knew a great deal more 
about it than anybody else, although Senator George, who was then 
alive, and Senator Millikin, who was then in the Senate, both of them 
knew more than anyone else. 

They seemed to understand it. But the rest of us were catching a 
little bit of it, about 10 percent. 

So when the code was finally amended, and we had these some 3,000 
pages, with 8,000 different sections changed, very frankly we did not 
have the vaguest idea as to half of the things that we had done. 

We were listening to certain experts. I have a couple of them now, 
and upon whom you get to relying, and they make these changes. 

Then by the time the internal revenue section begins to make the 
regulations based on it, this whole matter comes back to you different 
from what you thought it was going to be. 

So when we start, and this is our year to reconsider the tax law, and 
what we need to do on matters like these, which are a little bit removed 
from the ordinary problems of the small-business man, obviously 
small-business men are the fellows who get together and buy land and 
acreage, they are essentially small businesses, but. we do not ‘ordinarily 
look upon them as small business in the ordinary line of their business, 
so this is a little bit removed. But it is the kind of thing that ought 
to be done. So when we get to talking about this next year, I may 
have to get you on the phone, you see, with some very specific recom- 
mendations ‘as to the section and things like that that ought to be 
changed, and let us discuss it. 

Mr. Bernstern. Yes, sir. I would be very happy, although I am 
not particularly a legislative draftsman, actually to draft the sug- 
gested changes. 

Senator Smatuers. It would help, because the thing is so complex 
it is just almost too difficult for any 2 or 3 fellows to get it all in their 
minds, and some man who is an expert on a certain section, maybe on 
this particular section, you understand it very well, because you had 
a lot of dealings in it, and it would be very helpful for us to get the 
benefit of your views at that time on that particular thing. 

Mr. Bernstein. I should be very happy to. As the Senator knows, 
I am not here representing clients or any clients. 

Senator Smatuers. I understand. 

Mr. Bernsretn. I was just asked to come up, and these are general 
thoughts I have run into in the past. 

Senator SMatuers. It would be very helpful, and we appreciate it. 

Mr. Bernsrern. The other thing I have to say is I thmk another 
of the President’s Cabinet Committee recommendations is very im- 
portant, and would be very, very helpful, and that is the recommen- 
dation that a decedent’s estate be given the option of paying the estate 
tax over a period of up to 10 years in cases where the estate consists 
largely of investments in closely held business concerns. 

Now, we have had, the Congress has taken, a couple of whacks at 
that for corporations, but it is sort of hard to qualify. You have to 
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have a certain percentage of the stock, and so forth, and that has been 
changed from time to time, but it gives relief to some people and then 
not to others, and not to others by giving you a type of capital-gain 
treatment, if you have to redeem some stock that was owned by ¢ 
decedent in a corporation in order to pay the estate taxes, but this is 
very much broader, and it would prevent the average small-business 
man from having to sacrifice his interest in a business because most 
small-business men, no matter how hard they work, even if they are 
substantial and have made a success, have all their money on the 
shelves of the business or in the inventory of their business, and in 
planning estates, one of the most difficult things we have to do is to 
see how we can have it liquid enough to be able to pay the money in 
15 months without a distress sale of the business. 

So there is more to this than meets the eye. It is not just giving 
estate-tax relief. It is the allowing of one to keep the business in- 
tact for a good many years after papa dies, without having to sell it 
in order to pay the taxes at one time. 

Thank you. 

Senator Smaruers. All right. Well, thank you very much. 

Mr. Brernstern. Not at all. I appreciate the opportunity. 

Senator Smatuers. I appreciate those suggestions, and they will be 
very helpful to us. 

Mr. Bernstein. May I be excused, please ? 

Senator Smatuers. Thank you very much for your timely sug- 
gestions. 

Mr. Bernsretn. Thank you, sir. 

Senator Smatuers. All right. The next witness we have is R. F. 
Phelan, Redland Cleaners & Launderers. 


STATEMENT OF R. F. PHELAN, PRESIDENT, REDLAND CLEANERS 
& LAUNDERERS, INC., HOMESTEAD, FLA. 


Mr. Pueran. Gentlemen, it is our opinion that the Federal tax 
structure does have a different effect on small business versus big 
business. 

Because there are many thousand small businesses and because 
these small businesses are the backbone of the economy of the country, 
we feel that it is Government’s responsibility to: 

1. Encourage new smal] businesses. 

2. Help keep them healthy. 

3. Encourage their growth and expansion. 

Most small businesses, like ourselves for instance, are undercapi- 
talized and tax relief would certainly be helpful in meeting obliga- 
tions especially.on machinery and equipment. 

We hereby submit two constructive suggestions for the relief of 
smal] business: 

A new method of depreciation. 

2. Progressive method of taxing. 

A new method of depreciation: This method would permit the an- 
nual total of note payments to be taken as depreciation. In the first 
year the proposed method of depreciation would allow the business 
to take the sum of the cash downpayment plus payments to be made 
in first year as depreciation. This method would provide the cash 
for payments when it is needed most. This form of depreciation 
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would also encourage purchases of machinery and equipment, thereby 
helping the national economy. 

In order to better understand the problem of depreciation to small 
business, we offer the following chart: 


$10,000 assets—$1,000 cash dow npayment; balance, $9,000, payable at $250 per 
month for 3 years—10-year life depreciation 


| | | | 


Years | Straight | Declining | Sumof  |Cash required 
line | balance | years digits | (principal) 
| 

Ree ah, "arty TAR 2g dh 8 iso $1, 000 | $2, 000. 00 | $1, 818. 18 | $3, 750 
2 PEAT i 1, 000 | 1, 600, 00 1, 636. 36 | 3, 000 
3 1, 000 1, 280. 00 | 1, 454. 54 3, 000 
4 1, 000 | 1, 024. 00 1, 272.73 | 250 
5 1, 000 819. 20 | 1, 090. 91 
6 | 1, 000 655. 36 | CON. G0 Ei iccscsax 
7 1, 000 524, 29 727. 27 
8 1, 000 | 419. 43 | 545. 45 | 
| are 1, 000 335, 54 | , «OE ae Se 
10 1, 000 268. 43 181. 81 


Examination of this chart shows clearly that in the first 3144 years 
the business must pay out $10,000 in cash on principal only. while 
receiving depreciation allowance of: $3,083.33, using straight-line 
method; $4,965.33, using declining-balanc e method; $5,015.14, using 
sum-of-year digit method. 

Cash ‘depletion would then be: Straight line, $6 1916. 67; declining 
bal ance, $5,034.67 ; and sum-of-years digits $4,984.86. Needless to say 
a few purchases like this and working capital vs anishes quickly. 

In the example shown on the chart the cash required the first 
year is $3,750 and the declining-balance method allows $2,000 depre- 
ciation. This leaves a balance of $1,750 to be paid from earnings. 
With a 30-percent corporation income tax this means that $2,500 
must be earned in order to have $1,750 available for equipment- note 
deficit. 

Progressive method of taxation for small business: To encourage 
growth of new businesses, keep them healthy, and foster their growth 
and expansion, we feel that a progressive method of taxation would 
again provide more cash for working capital. 

If corporation rates were progressive, small business could have the 
corporate protection without excessively high rates. A progressive 
rate could be worked out so that tax on the first $25,000 of profit 
would still be the same as under existing laws. The important thing 
in this suggested method is that on the way up to the $25,000, the tax 
is less and again cash is made available. 

Example: 


at YER ee ao MEO de a he $1, 000 
Bert) SE ee Re A Herecet lta. 2.6 shane cets seis hth lee ees 1, 250 
Bai eR MAR Oy IN ci sagen pe she nal ei Wp tia tcl trl eines aC 1, 500 
Ne MUNRO SN, SURF TOs sis anaes ps esse ath pv oases a btn tetseaae rigtninan sho ins and al Sc 
IN SB ee) nee eee Range man. FOLLIES ge LEN OS 2, 000 


Total tax of $7,500 is the same amount as presently provided by 
straight corporate rate of 30 percent. At the $25,000 profit level the 
tax would be $7,500, the same as now provided by straight 30-percent 
corporation tax. 

We also believe that a progressive rate of some type should and 
could be worked out to replace the present surtax of 22 percent. 
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In presenting this testimony we have tried to stress the need for 
cash-cash-cash in small business and we have designed this presenta- 
tion along these lines. It is our humble opinion that lack of working 
capital in the early years of a small business is the most dominant 
factor in the large number of failures. Overexpansion is sometimes 
blamed for some of these failures. However, we know from our own 
practical experience, having been with a large organization for many 
years, that if you don’t expand at the proper “time, the big fellows will 
either gobble you up or beat you to the ground. 

It has indeed been an honor and a pleasure to be asked by your 
committee to submit information. If we have offered anything help- 
ful and constructive our time has been well spent. 

Senator Smaruers. Well, thank you very much. We have had 
some of those recommendations made to us before, and some of them 
we have not, but in any event, we are delighted to get your views on 
it, and I can tell you that they will be very seriously considered. 
Thank you very much. 

Mr. Pueian. Thank you very much. 

Senator Smaruers. The next witness we have is Mr. R. H. Higgins, 
who is the secretary of the Hollostone Company of Miami, Opa-locka. 

We appreciate your coming in and giving us a chance to get the 
benefit of your views. 

Mr. Hieerns. Thank you, sir. 

Senator Smaruers. So you sit right down and go to it. 


STATEMENT OF R. H. HIGGINS, SECRETARY, THE HOLLOSTONE 
COMPANY OF MIAMI, OPA-LOCKA, FLA. 


Mr. Hicerns. All right, sir. 

I had previously w ritten you a letter. 

Senator Smaruers. Yes, sir. 

Mr. Hicerns. And this is the letter. I will read again the more 
salient parts of it. 

Senator Smatuers. Fine. 

Mr. Hicerns. In accordance with your request, I submit below my 
comments on the subject of your memorandum for witnesses. 

Let us assume that there are two categories of business relative to 
volume, big business and small business. The primary organizational 
differences are, in my opinion, as follows: 

1. Big business is usually publicly held. Its financial requirements 
are usually met by large stock and bond issues. Its expansions are 
usually accomplished with funds acquired from these stock and bond 
issues. 

2. Small businesses, including partnerships, proprietorships, and 
the small corporations, are usually privately held. Their funds are 
usually quite limited and their expansions must usually be accom- 
plished from earnings. 

The burden of taxation upon small business is therefore more 
keenly felt and acts as a strong deterrent to growth. If a small busi- 
ness is successful the success brings the need for expansions. This 
same success also bring down upon small business a tax which re- 
moves from their surplus a large part of the money which they need 
to accomplish the expansions thus stunting growth of the small busi- 
ness. Because of these operational] differences between small and big 
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business a tax structure, in order to be equitable and encouraging to 
small business, must have a different basis than that applied to big 
business. 

Because it is difficult to draw a line between big small business and 
small big business, I believe that the tax relief should be scaled pro- 
gressively in inverse proportion to the size of the business —— 

In accordance with your request, I consider and appraise the follow- 
ing possibilities : 

1. I am not familiar enough with estate-tax problems to comment 
on this possibility. 

2. I do not believe there would be any advantage in amending the 
tax law relative to partnerships and proprietorships as the business 
entity can elect initially to operate as a corporation. 

3. I believe that the corporate taxpayer should be allowed to use 
the alternate methods of depreciation on the theory that this provision 
should apply to all taxpayers uniformly. 

4. I believe that there would be no advantage in amending the tax 
laws for unincorporated business for the same reason as given in item 
2 above. 

5. Graduated corporate tax rates would be most desirable if care- 
fully equated to the entire scale of size in business operations. 

6. Election of a standard deduction for small business would prob- 
ably have an effect similar to that of standard deductions for non- 
business incomes. 

7. A tax device to permit additional deductions for additional in- 
vestment of earned surplus during tax year would be most desirable. 
It appears to me a very logical approach to the problem of expansion 
for small business. 

In this question No. 7, I assume that the additional investment 
would apply to earned surplus and not simply be an investment of 
capital from the outside. 

Senator Smaruers. That is right. 

Mr. Hiaerns. It would be most effective. 

Senator Smarners. That is right. 

Mr. Hiaearns. No. 8. I believe that the exemption of corporate in- 
come subject to surtax should be considerably increased in view of 
past, present, and probably future effects of inflation on the relation- 
ship between physical volume and dollar volume. 

9. I feel that the corporate normal tax should be equated to the size 
of the business operations if no other relief were to come about. 

Of the above nine suggestions, I believe that the one which would 
be most effective in solving the basic problem of thee xpanding small 
business is No. 7. That is a device to give an exemption for the addi- 
tional investment of earned surplus. 

If a corporation is making money. it should then be in a position to 
take advantage of its opportunities for expansion. In some cases 
there are situations which force it into expansion, either expansion 
or collapse. 

Senator Smatuers. Right. 

Mr. Hieerns. Now, if it has to give a large portion of that earned 
surplus to the Government, it is not going to have as much available 
for its expansion. 

Senator Smarnuers. That seems to be the general consensus around 
the county, that that is a particular suggestion which is going to be 
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most helpful to small-business men, if we can just settle on one. Of 
course, we hope to consider many of them. 

Mr. Hicerns. If this were carefully worked out and administered 
it might make other types of tax relief unnecessary in solving this 
problem of expansion which is probably the greatest of tax problems 
now facing small business. 

I do not believe that I would have anything to add fundamentally 
to the comments contained in this letter and that anything I might 
say at the hearing would be in the nature of clarification and dis- 
cussions on the comments, therefore, you may feel free to make 12 
copies of this letter for the members at the hearing, or if you desire 
I can prepare the copies in my office. Please advise. 

I look forward to the pleasure of meeting with you in Miami. 

Senator SmaTuers. Thank you. 

Mr. Srvuuts. Mr. Higgins, you are the secretary of the Hollostone 
Company of Miami? 

Mr. Hicerns. That is correct. It is 480 Ali Baba Avenue, Opa- 
locka. 

Mr. Sruittrs. Thank you, Mr. Higgins. 

Senator Smaruers. Thank you very much, Mr. Higgins. We ap- 
preciate the time you spent in the preparation of your statement. 

Mrs. Hughes of the Nasco Co. is our next witness. Is she here? 
If not, we will go on to Mr. Austin Burke. 

We are very happy to have that distinguished, always well-dressed, 
gentleman of Miami Beach as our next witness. He always looks 
well dressed, and we are very happy to see him. 

I am very happy to say that I even own a suit from that. very fine 
establishment. We are glad to see you, Mr. Burke. 

Mr. Burke. Thank you, Senator. 

Senator Smaruers. And I think I got a reasonably good price and 
a good buy. 

You may proceed. 


STATEMENT OF AUSTIN BURKE, AUSTIN BURKE, INC. 
(CLOTHIERS), MIAMI BEACH, FLA. 


Mr. Burke. Thank you, Mr. Chairman. 

I say here that after study and deliberation, I find that a business 
of my type, namely, the retail men’s clothing business, employing 20 
to 30 employees, depending on the season, doing a volume in excess of 
$600,000, finds it difficult to grow through the reinvestment of our 
own profits, the limited ability to borrow money, and often encoun- 
ters personnel problems, wherein we find a severe inequity prevail- 
ing with reference to exemptions in the payment of taxes by our 
employees. 

This problem, of course, I discussed with other businessmen of my 
like stature. It seems to be general. 

I, therefore, suggest the following adjustment in the tax structure 
nane small retailers: 

_ An employee earning between $50 to $75 a week certainly should 
ed a higher exemption Tate, per dependent, than an employee earn- 
ing $300 a week, since per dollar earned for the lower paid employee 
must do a much bigger job to maintain the happy family than the 
workable dollar of the higher income employee. 
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This was not part of the suggested problems, but I thought it was 
paramount to our business. 

I suggest that a graduated tax-exemption plan be effected, wherein 
the lower salaried employee will enjoy a larger exemption per de- 
pendent, making his job, per dollar, offer him a more honorable 
subsistence. If { ask a low-paid employee to work additional time, 
he immediately is concerned about the additional tax, which takes a 
big part of his pay; and he often refuses to work unless paid “under 
the table.” Aside from the hardship worked on me, I believe it 
would definitely be more equitable to the Government if this tax 

roblem received further study, and was adjusted as suggested, as the 
income increased, the exemption graduated downward. The smaller 
the income, the larger the exemption. 

Senator Smaruers. In other words, you go back to that famous 
tax principle that you pay in accordance with your power to earn, 
you pay on the basis of your earnings. 

Mr. Burke. That is right. 

Senator Smaruers. Pay on your ability to pay; you are taxed on 
your ability to pay. 

Mr. Burke. That is right. 

The man who earns $50,000 a year, and the man who earns $5,000 
a year, per dollar there is a big difference in the workable dollar, and 
I think we would not, the Government would not, lose any of its in- 
take of money. You would have a mean average worked out where 
at least we show consideration for the workingman, and we would ac- 
complish much better relationship with our people. The actual in- 
take of dollars would not be reduced. “ 

A man who makes $50,000 a year, that $2,000 exemption does not 
do the job that it does for the little fellow who works for me, the 
average salesman, tailor. It just does not do it. 

No. 2, one of the biggest problems a small retailer has in meeting 
growing chain and department-store competition is the ability to bor- 
row money readily. Bankers insist upon cushions and surpluses to 
srotect any extension of loans to be made. If the average retailer 
had these cushions and surpluses, he would not have to go to the bank 
to borrow money. 

To enable us to grow and survive competitively, I suggest a gradu- 
ated corporate tax: 15 percent of the first $10,000; 20 percent of the 
next $25,000; and 25 percent of the next $35,000, accordingly on a 
graduated basis rather than the sudden excess-profit tax, now in 
effect. 

The current tax of 30 percent of a small corporation’s profits, no 
matter what it is, up to $25,000, certainly works a hardship upon our 
efforts to create surplus and the cushion necessary to grow and sur- 
vive in a healthy fashion. 

After careful study, I suggest that capital necessary for reinvest- 
ment in equipment or additional inventory, because of radical style 
changes which, of course, is apropos to our busines, should either be 
partially or entirely exempt from our taxable income for the same 
year, when it is reinvested in the business. 

In other words, if I make $25,000 and reinvest $10,000, I should be 
allowed a percentage of my $25,000 toward reinvestment, which is 
nontaxable. Up to 30 percent of the total profits, for taxable period, 
if reinvested as noted above, shall be tax exempt. Thirty percent of 
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$25,000 is $7,500. If I invested $10,000 of the $25,000 profit, $7,500 
would be tax free in the taxable year. This certainly would be a 
step in the right direction toward creating more stability. 

T think it would help the average small retailer, and it would put 
more money into circulation as far as the average small retailer goes. 

Another suggestion, of course, might be to exempt taxable income 
in an amount equal to that necessary for reinvestment. Capital im- 
provement should temporarily be tax free for the current year, with 
the tax payable over a period of years, depending upon depreciation 
period of the new equipment or merchandise, again easing the load 
upon the merchant seeking to strengthen his competitive position. 

Small business should be aided in its endeavor to grow by adjusting 
the tax load during a year of expansion, so that capital may be rein- 
vested into the business and the taxes for that particular year of ex- 

ansion be extended over a 5-year period. Since taxes are a cash out- 

ay, construction and capital improvements that cannot be financed for 
longer than 1 year should take a time priority over payment of taxes. 
I do not say you should not pay taxes; you should. 

Senator Smaruers. Yes. 

Mr. Burke. This may apply to: 

A. Expanded inventory where new styles date and reduce the value 
of current inventories. 

B. New machinery and equipment outdated on hand investments 
that are essential to meeting growing competition. 

C. Structural improvements on rented commercial locations, since 
only owners of property can secure long-term financing. 

I had something happen to me this past year in structural improve- 
ment on rented commercial locations, and since only owners of prop- 
erty can borrow on long-term financing, it hit me. 

I rebuilt my place. The building collapsed, and what was sup- 
posedly a $30,000 alteration cost me well over $100,000, and I outla 
not get long-term financing on it because I only rent where I am, and 
it worked a severe hardship. Yet I had to pay my normal tax load 
for the year. 

Senator Smatuers. Weren’t you able to take that loss, that addi- 
tional expense, I mean, wasn’t that listed as an additional expense to 
you, however ? 

Mr. Burke. No, because the alteration began in 1956, and went into 
1957, and I could not take it off of 1956. 

Senator Smaruers. Yes. 

Mr. Burke. I could take part of it in 1957. That would be on a 
10-year period. I could not take it all in 1957, yet I laid out over 
$100,000. That struck home. 

3. I believe that a business whose profit is not over $75,000 should 
be allowed to set up a percentage of our profits into a surplus fund for 
capital expansion that enjoys a lower tax rate or is exempt for the 
taxable year, so that we may be able to effect loans for improvements 
and inventory expansion, where there is a radical change in fashion 
and styling of merchandise, and where our equipment is suddenly 
dated and requires replacement. 

Because of our inability to float securities and have the flexibility 
of securing capital of big business, we must be nurtured and medi- 
cated in some fashion that gives us momentum for growth. Deplet- 
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ing our cash strength and disallowing essential improvements, as a 
deduction from current income constitutes, I believe, a small-business 
man’s biggest problem, since taxes must be paid in cash. 

I believe that the necessity for small business to retain a cash reserve 
out of profits is so essential that your current inquiry must be ap- 
praised of this problem and action taken. A portion of our profits 
must be in a lower taxable bracket to enable us to exist. These funds 
must be pointed toward protection against years when business falls 
off, or radical style changes cause inventory losses or equipment is so 
outdated that changes are necessary for survival. 

I have one final point here. 

Another realistic approach toward helping the small-business man 
would be a graduated tax, based upon dollar volume, wherein the tax 
on his net profits would be graduated upward, as his volume pyramids 
into big business. Although this may appear discriminatory, the fact 
that we are here today confirms that it is essential. 

The average retailer doing a volume of $750,000 or less, of which 
over 80 percent of the retailers of America are part of, does not have 
the ability to create surplus funds, retirement funds, research funds, 
or the many, many other methods of softening profit that are legally 
used by big business, which indirectly proves that the smaller the 
volume the less ability to flex your organization to benefit from the 
tax structure now in effect. That is about it. 

Senator Smaruers. Those are fine thoughts and very good sugges- 
tions, Mr. Burke. 

Do you have any questions, Mr. Stults? 

Mr. Sruurs. No questions, Mr. Chairman. 

Senator Smaruers. All right, thank you very much. You have 
been very helpful, and we greatly appreciate the time and effort that 
you put in in preparing your statement. Thank you very much for 
coming over. 

Mr. Burke. Thank you. 

Senator SmarueErs. I might say to those of you who have testified, 
what we said this morning, that each one of you will eventually be 
furnished with a copy of these hearings with your own statements in 
them and various questions and answers, and this record will remain 
open for another 3 weeks, and if any of you care to amend your state- 
ments which you have made or add anything to them in any fashion, 
why, if you will just send it to us in Washington, we will see that 
it is made a part of the record. 

Mr. Srutts. That will also be true, Mr. Chairman, for those who 
have not testified but desire to file written statements ? 

Senator Smatuers. All right. Now I will ask our next witness, 
Mr. Leonard, president of Leonard Bros. Transfer & Storage Co.; 
ishe here? I did not think I had seen him. 

Mr. Sruurs. We are running a little ahead of schedule. 

Senator SmaTuers. Yes; I am running a half-hour ahead of 
schedule. 

Is Mr. Shelton here? 

Mr. Suetron. Yes. 

Senator Smatuers. Mr. Shelton, did you want to be heard on the 
Florida Development Commission ? 
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STATEMENT OF WILLIAM C. SHELTON, MANAGER, BUSINESS 
RESEARCH DEPARTMENT, FLORIDA DEVELOPMENT COMMIS- 
SION, TALLAHASSEE, FLA. 


Mr. SuHetron. Yes, Mr. Chairman. Ido not have any formal state- 
ment to make, but I would like to identify myself, if I may, and make 
1 or 2 points. I am William C. Shelton, the manager of the Business 
Research Department of the Florida Development Commission. 

We have, as you know, and as I am sure most of you people know, 
though some of you, perhaps, do not, established the development 
commission 2 years ago, and its primary job is the economic and 
general development of Florida. We have 3 specific jobs which we 
spend most of our time on or have, at least for the meen 2 years. 

Those are the advertising und promotion of the State nationally; 
the internal improvement of the State with the use of Federal funds, 
hospitals, airports, and things of that kind; and the industrial de- 
velopment of Florida. 

Now, we, at the moment, have not done very much for, directly 
for, business in the State except insofar as these three matters do af- 
fect the State. But we are getting increasingly, an increasing num- 
ber of inquiries from business in the State, and especially from small 
business, and we have decided today that some program must be 
undertaken to assist small business in research and in many other 
ways, and the field of taxation is one that concerns us very much 
because it obviously concerns small business so much. 

So I have been very interested in being here today and hearing the 
dozen or so speakers who have put the ‘problem of the taxation for 
small business before us so clearly. 

We have found that there are over 100,000 businesses in the State 
of Florida, nearly all of which are small, and this is about twice the 
number of farms in the State, just to indicate the magnitude of the 
problem. 

Now, the principles on which we would work in terms of recom- 
mendations on taxation, both for the Federal Government and for 
the State government, are the two basic principles of ability to pay 
and benefit received, and on the basis of these two principles, we 
are very much in favor of most of the proposals which have been 
made today. Not all of them, I think, would turn out to be practical, 
but many of them would. 

Small business obviously does have need for tax relief, and as long 
as the tax relief provided to small business does not penalize large 
business and does not distort the equity of the tax system as a whole, 
I think that we would be counted on to support it at both the State and 
Federal levels. 

Thank you. 

Senator Smaruers. All right, sir. Let me ask you this question: 
Do you think that the evils of inflation, which it is reported the tax 
reduction would aggravate, do you think that they are such that we 
should not give this relief to the small-business man ? 

Mr. Suerton. Well, inflation is est primarily a State problem; 
it is primarily a Federal problem. I do not think anyone has sug- 
gested that the State government is the place where inflation can be 
hit. If you are asking for my own opinion on the subject, I would say 
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that there are some of the proposals before the committee which I 
think should be carried out in spite of any national situations that may 

«juire even an increase in overall tax rates. 

Senator Smaruers. In other words, I gather from that that you 
do not want to make any comment as to this question which we 
finally will have to decide as to whether or not inflation which might 
result from this added expenditure and added amount of money which 
small business would be eriabled to keep under these proposals, you 
do not want to comment as to whether or not the benefit which would 
result to them is more weighty than would be the damage which would 
result to the general community by reason of increased inflation ? 

Mr. Suerron. Well, I think, Senator, they are two separate prob- 
lems. 

One problem is the equity of the tax structure, and tax relief to 
small business falls in this category. The second problem is the po 
lem of balancing the budget, and this is a problem of overall tax 
rates, and I see nothing contradictory. 

Senator Smatuers. That isa pretty good answer. 

Mr. Suevton. I see nothing contradictory in reducing particular 
rates which are applicable to small business, which bear too heavily on 
small business, and increases in the general tax structure which may 
be necessary because of an international situation. 

Senator Smatuers. Well, I merely asked you those questions be- 
cause those are the ones that we will coe to decide. There are some 
of use who believe that there should be immediate relief given to the 
small-business community. Iam ofthat group. 

Mr. Suetton. Right. 

Senator Smaruers. I nevertheless recognize that, where we can, we 
must try to stop inflation. I think it has been—I hope that it has 
been—at least temporarily stopped, and I think, however, that they 
are related, and when you make more money available to a small- 
business man and as somebody pointed out, they are 90 percent of all 
business—— 

Mr. Suerton. Yes. 

Senator Smaruers (continuing). You thereby increase the tendency 
toward inflation because you bring the results—it results in a short- 
age of goods and a shortage of services which, in turn, tend to raise 
the price of goods and services. 

But I do thank you for your comments. 

Mr. Suevron. I do see the point, Senator. 

Senator Smatruers. Thank you, Mr. Shelton. 

Mr. Suetton. Thank you, sir. 

Senator Smaruers. All right. Let us see, if Mr. Garrard, of the 
American Brewing Co., is here. He has been patiently sitting al- 
most all day. Iam happy to have you here, sir. 


STATEMENT OF LOUIS F. GARRARD, PRESIDENT OF AMERICAN 
BREWING CO., MIAMI, FLA. 


Mr. Garrarp. I will make it very brief, Senator, because you have 
had previously pretty good comments submitted by John O’Neill in 
Washington, and it was brought out in the hearings in Phoenix, 
Ariz., and by Mr. Bissell. 
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I appear as president of the American Brewing Co., of Miami, 
and as a representative of the Brewers’ Association of America, of 
which I am a director. 

My office address is 637 Northwest 13th Street, Miami, Fla. The 
main office of the Brewers’ Association is located at 188 West Ran- 
dolph Street, Chicago, I]. 

The Brewers’ Association of America embraces in its membership 
the local and regional breweries of the United States as distinguished 
from the national shipping breweries. 

I call to your attention the inequity of the Federal excise tax on 
beer as it applies to both the large national shipping breweries and 
to the small regional breweries. Although the cost of producing a 
barrel of beer is smaller in a large brewery than it is in a small or 
regional brewery, they are able to sell this barrel of beer at a higher 
price due to their national prestige. 

Just recently I was in Milwaukee, and I had a little business to 
attend to during the world series, and I took an opportunity to go 
through one of these large national breweries, and I will cite very 
quickly what I mean. 

On the canning line, they turned out 500 cans a minute, while in a 
canning line in a brewery like ours we can turn out 240 cans a minute, 
and the manpower is exactly the same. 

We use a 200-barrel kettle. They use a 500-barrel kettle. 

I observed 1 man was handling 500-barrel kettles, and we have 
1 man to handle one 200-barrel, so they can place a case of beer on 
the warehouse docks at a price less in cost than that of a small or 
regional brewery. 

They start off at a lower cost. 

This prestige is being constantly enhanced by the terrific advertis- 
ing campaigns, both on the national and local level, and by sales 
promotion programs which are beyond the financial reach of the 
small and regional brewer. 

One national brewery, national shipping brewery in Miami has 
contracted at the present time for $193,000 worth of TV advertising 
on the local stations for the next year, just to give you an example 
of how they advertise on the local level. 

Mr. Srvtts. What is your advertising budget ? 

Mr. Garrarp. We will advertise in Dade County, Miami, on the 
year’s basis of about $200,000, but, of course, this is our home market 
to be advertised in, and that embraces all mediums of advertising, not 
just television. This television appropriation of this national shipper 
1s twice ours. 

As you gentleman know, the Federal excise tax of $9 per barrel 
must be paid on each barrel produced by both national shipping 
breweries and small breweries. Here is the point I am trying to get 
across: a national shipping brewery, to take a general comparative 
figure—I am not quaranteeing this to the cent—might sell a barrel of 
beer for $40. 

As you know, in the brewing industry, it is 31 gallons, that is Gov- 
ernment standard 
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The small brewery might sell a barrel of beer of equivalent quality 
for $32, as that which the big fellow sells for on his $40 sale. The 
do not beat us by cutting the price. They beat us by killing us wit 
kindness, and these expenditures. 

It is our claim that it is unfair taxation to have to apply the $9 
tax on a $32 sale and have it also apply to a $40 sale. 

This is the same thing, to our way of thinking, as collecting the 
same excise tax on all automobiles regardless of their sales price. 

Your attention is also directed to the steady concentration going 
on in the brewing industry, which has reduced the number of breweries 
in the United States from something like 750 individual operating 
breweries in 1937 to less than 250 breweries 20 years later, as of this 
date. As a matter of fact, the 250 operating breweries in the United 
States today are now owned by about 200 companies. That is all 
that is left. 

We claim this is a definite trend toward monopoly in the industry. 
There has been no increase in the size of the industry in volume since 
1937. That was the biggest year in beer volume, 87 million barrels 
of beer. Last year it was 86 million barrels, staying very close. 

Senator Smaruers. But there has been a steady i increase in the pro- 
duction and consumption of beer ? 

Mr. Garrarp. No, Senator. Nineteen hundred and thirty-seven 
was the biggest year for beer. There has not been any drop. When I 
said 1937, that should have been 1947. 

In 1947 the industry produced eighty-seven-million-and-some hun- 
dred thousand barrels of beer. Last year, 1956, they produced eighty- 
six-million-and-something like fifty-six thousand barrels of beer, a 
minor variation. 

In the first 6 months of this year, the industry was down 0.6 of 1 
percent, so we have got a steady situation. Fortunately for us, it is 
not dropping. 

Senator Smatuers. Do you conclude there are less people drinking 
beer, because the population i is growing all the time ? 

Mr. Garrarp. U nfortunately, the per capita consumption of beer 
has fallen off. I think the standard of beer and its reputation have 
increased. In other words, beer is served in the millionaire’s home 
just like it is in the poor man’s; today, it is not a badge of inferiority. 

Senator Smaruers. What are the people drinking if they are not 
drinking beer, or are they drinking more liquor ? 

Mr. Garrarp. I do not say that they have turned to liquor now. 
The biggest year in the liquor industry was 1946. Nineteen fifty-six 
was the second biggest year in gallonage consumed of whisky, so there 
has been a lessening, and I believe that this decrease in consumption, 
that is individual gallonage consumption, has been brought about 
by constantly higher prices, the biggest part of which is the increase 
in the tax. 

We have at the Federal level a $3 tax on the beer right now. In 
other words, $3 of the $9 was put on distinctly, if you read the meas- 
ure, as a war revenue-raising deal, and we just cannot get it off. I 
mean every year, as you know, the excise taxes are slapped back on. 
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The State of Florida has increased their tax from 21 cents a case of 
24 bottles during the war period, to 72 cents a case, and that increase 
is undoubtedly an increase which has had a bad effect on individual 
consumption. 

Fortunately in Florida, a growing State like we have it, consump- 
tion in the State of Florida is 14% gallons per capita, much better 
than anywhere in the South. That is influenced naturally by the 
tourists. 

A State like Wisconsin, the beer consumption there is something 
like 28 gallons for every man, woman and child in the State. 

Senator SMATHERS. They really get beer drinkers out there. 

Mr. Garrarp. That is right. 

As I say, briefs in detail on the above subject have already been 
submitted to the committee by the general counsel of the Small 
Brewers Association of America, Mr. John E. O'Neill of W ashington, 
and by brewery representatives at various meetings. You have al- 
ready had those presentations in Phoenix, Ariz., and you have gotten 
what was said in Massachusetts where you held a meeting, and Mr. 
Car] Bissell was there. 

Senator Smatruers. Mr. Garrard, you have heard these other wit- 
nesses testify with respect to certain tax proposals other than the ex- 
cise tax, which I assume would be beneficial to your business if they 
were adopted, any one of them, just because you are a small-business 
man like they are 

Mr. Garrarp. That is definitely correct. 

Senator SmatuHers (continuing). Even though you do not men- 
tion that in this particular statement? 

Mr. Garrarp. That is correct. 

Senator Smaruers. All right, sir. Thank you very much. We ap- 
preciate your comments. 

Mr. Garrarp. Thank you very much. 

Senator SMATHERS. Has Mr. Leonard arrived yet? 

If not, let us put in the record this telegram which is addressed to 
me from Joseph Cheney, of West Palm Beach: 

Regret our inability to attend this very special meeting. I know that you 
realize the problems of the small-business man who represents such a tremendous 
part of the economy of our country. We sincerely feel that unless something is 
done taxwise to give the small man longer use of a part of his earnings, that 
the number will diminish and those remaining shrink in size in a faster rate 


than ever before. You are to be commended for your interest in this very im- 
portant issue. We support the Curtis-Potter bills. 





(Signed) CHENEY Bnros., 
JOE CHENEY. 

The same telegram is also addressed to Congressman Rogers who 
was here sitting with us this morning. He had to leave to go on back 
to his district. 

I would also like to put into the record at this point a letter received 
by the committee from Mr. O. J. Harvey, Elfers Citrus Growers 
Association, Elfers, Fla., and a short statement received by the com- 
ae from Mr. D. P. Caldwell, of the Florida Power & Light Co., 
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(The material referred to follows :) 


ELFers Crtrus GROWERS ASSOCIATION, 
Elfers, Fla., November 4, 1957. 
Mr. Rosert WEADOCK, 
Senate Small Business Committee, Washington, D. C. 

Dear Mr. WEApOcK: It was a pleasure talking to you on telephone November 1, 
1957, and I have decided it will be better for me to write my suggestions regard- 
ing taxes direct to you instead of making a trip to Miami to appear before the 
Senate Select Committee on Small Business and in that way you can include my 
suggestions in your records. 

In the field of taxation I think there should be a maximum for individuals 
similar to corporations which is now 52 percent. It may be the maximum should 
be considerably higher than for corporations, but below the present 91 percent 
for a single person. 

One of the other suggestions would be that if the corporations could sell part 
of their property and let the stockholders take capital gain instead of the cor- 
poration taking capital gain and the stockholders paying regular tax will be 
very helpful in causing a large number of corporations to sell part of their prop- 
erty which so many people would like to purchase, but the corporations cannot 
sell under existing tax laws and wind up with enough money to make it worth 
while unless complete liquidation of the corporation under the 1954 tax code. 

Under present law a corporation selling land will pay capital gains tax of 
25 percent and usually the stockholders are in a 91 percent bracket or near that 
percentage. For every $100 net profit the stockholders is paid he gets only $6.82 
net to himself and the Internal Revenue Department collects $93.18 now, if the 
stockholders were permitted capital gains tax they would net $75 on every $100 
and the Internal Revenue Department would net $25 which is fair and reasonable. 

You will note from the above that corporations cannot afford to sell even though 
there are many people who would like to have small acreage, with the taxes as 
they are the trend for large corporations to buy land and hold same is increasing. 
I noted in one county that 80 percent of all the land is owned by 3 corporations 
and there probably are many more other counties in Florida in a similar status. 

My last suggestion would be to equalize taxes over at least 20 years or more 
for each taxpayer and rebate the overpayment or give him credit on future tax 
payments. In case of death, let the overpayment due apply to inheritance tax. 
This method should include all taxpayers with fluctuating incomes and will put 
everyone on the same basis of taxation, which is certainly fair and equitable. 

This will encourage all taxpayers to be top producers in their field of knowing 
they will not be penalized when maximum results are achieved. This will also 
enable elderly people to survive on the fruits of their past initiative, instead of 
being a burden of taxation on the younger generation. In other words, this 
would be a method of forced savings during one’s productive years. 

I would like to suggest that the above receive priority ahead of any other 
proposed tax reductions. This erases the discrimination that now exists be- 
tween the people who enjoy a steady income against those with a fluctuating 
income. 

I am enclosing an analysis of the personal-income tax paid by a single farmer 
over a period of the past 20 years, which is self-explanatory. You will note 
that this farmer has overpaid 43.93 percent or a total of $74,464.30 more than he 
would have paid if his income had been the same for each year. 

You will note from the attached analysis that the method of figuring is very 
simple and would not be expensive to administer. 

Yours very truly, 
O. J .HARVEY. 
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Analysis of personal income tax of single farmer 


Tax on 20- 
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Taxable Tax as re- 20-year year aver- 
Year ended— income as | _ ported average | age income 
reported | | income | at prevail- 
| ing rate 
| | 
NE le Se kidk din dn dais She sda sé sahonees _...| $45, 579. 44 | $23, 637.20 | $26, 141.97 $10, 828. 02 
ee ulead a ara 44, 674.81 22, 985. 86 26, 141. 97 10, 828. 02 


re paeneh wa themed emons 42, 249. 2: 21,913.13 | 26, 141. 97 11, 249. 05 
i tatcandabuesadcashasoaa ct caedankucen som 16, 855. 61 6, 295.14 | 26, 141.97 12, 091. 12 














a i cokes Succ chant ~ses-wncceneee-nns], 31, 0K 48 | 3,985.06 |, 96, 141,07 11, $90. 60 
lk cient | 22, 793. 08 | 8 697. 82 26, 141. 97 | 10, 643. 91 
Aug. 3| 7,221.50] 26,141.97 | 9, 508. 66 
Aug. 5, 923. 98 26, 141. 97 | 9, 508. 66 
Aug. 567. 33 26, 141.97 | 9, 767. 98 
Aug. ; 22,614.85 | 26,141.97 | 10, 286.62 
Aug. Seta eices ee petira sae si z & . dl 54, 115. 77 | 26, 141. 97 | 10, 697. 62 
EE SEE SE ES a ee ee 60, 250.73 | 36,295.12 | 26, 141.97 | 11, 598. 74 
dedi aa indents <mnicn tence oe | 24915. 56 1) ac sac |f 26, 141.97 | 
ae eee | 48,996.86 |f 28 168. 10 { 26, 141.97 \ 14, 198. 93 
eI Ae oP ce Oe oe et | ST 293.22 | 26, 141.97 8, 587. 88 
PG | eae obhhdiscugbicladiichh bulked < 12, 885. 78 , 270.75 | 26, 141. 97 } 4, 951. 96 
SE Ed side ogee eeeenwennoctennes Bia ae eat None | None | 26, 141. 97 | 4, 103. 87 
cs Ee Tien Mea Dele =e a ERS: ETS, 3, 526. 70 122.96 | 26, 141. 97 3, 293. 37 
Pe en eee hid hina ie iertres eed ‘ 4 951. 39 30. 25 26, 141. 97 | 3, 293. 38 
Aug. 31, 1937 (8 months) EE Sinn eiclginad ban eoaknené | 9, 895. 52 447. 62 26, 141. 96 | 2, 192. 95 
Total taxable income, 20-year period, as reported.| 522, 839.39 |........._-.|------------]-----------. 
Tax as reported, 20-year period...................|--......-.-. a OG hod. S52 cn caibeencsedlold 
Total taxable income, 20-year period, ave rage’ islet ees gh ots 522, ORO OG a 


Tax on 20-year average income at prevailing rate__|_.........-_|_.-.--------].----------- | 169, 521. 34 








1 Alternative tax used. 
2 Earned income credit used. 


Note.—Percentage overpaid based on tax on 20-year average income at prevailing rate: 43.93 percent. 
Source: Prepared by Russell 8S. Bogue & Co., certified public accountants, T'ampa, Fla. 


STATEMENT OF D. P. CALDWELL, Drrecror or INDUSTRIAL DEVELOPMENT, FLORIDA 
Power & LiGuT Co., MIAMI, FLA. 


Florida Power & Light Co., along with other business concerns elsewhere, made 
an advance survey in Florida for the recent President’s Conference on Technical 
and Distribution Research for the Benefit of Small Business. 

The questions asked small business in the interviews were confined to technical 
and distribution research. Some of the businessmen, however, made comments 
on other subjects related to their business, under a question asking for ideas and 
constructive suggestions on research. 

Following is a summary of comments made on taxes. 

1. “A more realistic approach to the tax structure.”—Retail Hardware. 

2. “* * * Overhead items, such as public utility service, could possibly be 
reduced if Government owned and operated utilities were required to pay Fed- 
eral taxes and thus equalize the burden from a tax standpoint.’’—Retail Drug. 

3. “Thinks Florida Citrus Commission is doing a good job on marketing re- 
search but thinks taxes charged by them are excessive, such as, tax on inspection 
of fruit, tax on finished product, tax on advertising on product for resale.”— 
Wholesale Fruit Juice. 

4. “Keep morale attitude positive toward business. Keep business from becom- 
ing so involved it is impossible for the small man in business, who cannot afford 
to buy the knowledge of tax and legal experts, to operate from day to day and 
keep honest and legal, as to United States Government, State government, county, 
and city.”—Manufacturer of Plastics. 

5. “This organization feels that the Government’s help for the small-business 
man does not lie on marketing research in their particular business. Instead, the 
Government could help the small-business man in raising capital and having a 
more equitable tax situation when the company is starting. Also, to help the 
businessman during times of recession or disaster due to acts beyond their 
control. 

“This organization further feels that the individual community and the Gov- 
ernment suffer when a business folds due to the foregoing. They further feel 
that the above does not apply when the product is not marketable, etc., or is 
illegitimate.”—Manufacturer, Household Equipment. 
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6. “Marketing research is extremely important since it can provide a compari- 
son of information unobtainable from one’s own information, such as: Successful 
constructive methods of operation developed in other similar businesses; means 
of training personnel in their particular jobs; better methods of control in 
purchasing and selling; average amounts being paid for such items as adver- 
tising, selling, interest, taxes, together with average percentage of profit realized 
by similar businesses; elimination of the multitude of governmental reports 
and records presently required from small businesses. More efficiency, less 
duplication of effort and elimination of some of the welfare items now being 
provided by the Federal Government but which should properly be the responsi- 
bility of the individual could lower taxes and increase the incentive to make 
capital investments which would create more and better jobs for our growing 
population.”—Manufacturer, Concrete Products. ; 

7. “Financing: It is too hard for small business to borrow money and it is 
only available to us on short term. Repayment is demanded too quickly. De- 
preciation: The present schedule does not allow us depreciation fixtures fast 
enough to replace outmoded machinery and equipment. Building depreciation 
is stretched over too long a period. Taxation: Fifty-two percent excess-profit 
tax takes so much money out of our business that none is left over for expansion 
or improving our plant. Excessive competition: Large chains flood area with 
stores and operate them at a loss to drive out local competition. Trading stamps: 
Large chains have a monopoly on the popular stamps, denying local firms the 
right to purchase them. Through tie-ins with other local businesses, pull cus- 
tomers from our stores.’”—Independent Grocer. 

8. “Government subsidy financially would eliminate a great many problems. 
If they (the Government) will subsidize the manufacturer for the products the 
Government is going to purchase, then why not subsidize the suppliers? The 
supplier will be able to supply more merchandise faster and will be able to make 
more money if the proper capital is available. In many cases the market is here 
but who is going to pay for it? Businesses should be put into groups in order 
that they could be classed as essential to maintain economy in a given area. 
Capital is the main problem of many small businesses and one reason is the small 
business has too many taxes to pay and with expansion, he cannot keep up with 
the market.’’—Electrical Accessories. 

9. “Why can’t a small business have the same privileges percentagewise as 
so-called large business, in regard to taxes and long term loans?’—Retail Metal 
Products. 

10. “Local and Government restrictions are preventing small business from 
expanding. Restrictions and tax structure are far too complicated.’—Service, 
Motel. 

11. Feels that a reduced simplified tax structure would help his business and 
encourage expansion.—Service, Restaurant. 

12. Feels that taxes are definitely cutting his margin of profit too small. Im- 
possible to expand under present tax structure.—Service, Real Estate. 

13. “Our big problems are taxation and finances for small business. Also, 
Government forms and reports take about one clerk to keep up with taxes and 
reports.’”’—Retail, Lumber. 

14. “Taxes too high; income tax program out of proportion; better workman- 
ship on products; eliminating unwarranted and unfair advertising: more stress 
on the importance of free enterprise and the importance of the little business- 
man.’’—Service, Home Maintenance. 

15. “This is probably not what you want but small businesses would stand a 
better chance for survival if all taxes were assessed (profit included) on a more 
fair basis. Also, there is far too much Government competition in many fields. 
This is especially true in some branches of the services.”—Retail, Laundry. 

16. “Balanced buying, market for all dealers alike. A consistent income-tax 
reduction.”—Retail Hardware. 

17. “Small merchant should be allowed the same consideration in Federal 
taxes for expansion and growth as/or chain companies.”—Retail Grocer. 

18. “Equalize Federal and local taxes. Small business must pay on his inven- 
tory, as compared to tax others pay on other assets (such as bank deposits, 
ete. )”’—Retail Office Supplies and Equipment. 


Senator Smaruers. Where is Mr. Leonard? He is not here. 
Mrs. Hughes? She is not here. 
Mr. Sruurs. Is Mr. Riley here? 








666 TAX PROBLEMS OF SMALL BUSINESS 


Mr. Ritxy. Yes, sir. 

Senator Smatuers. If Mr. Leonard has not arrived by the time we 
conclude, we will let him submit his statement for the record. 

Senator Smatruers. All right, Mr. Riley. You may proceed. 

Mr. Sruurs. Mr. Riley, you are the controller of the company ? 


STATEMENT OF FRED J. RILEY, CONTROLLER, NASCO, INC., 
MIAMI, FLA. 


Mr. Ritey. That is correct. I am controller of the Nasco, Inc., and 
affiliates, and we have seven corporations. 

Mr. Srvuuts. Could you identify yourself fully for the record, your 
own name and place of business ? 

Mr. River. My name is Fred J. Riley. I am controller of Nasco, 
Inc., at 6405 Northwest 36th Street in Miami. 

Senator Smatuers. What does your company do? 

Mr. Rizey. To clarify the point, our company—we have seven cor- 
porations. We encompass a rather broad field. We have a corpora- 
tion that deals in the sale of outboard engines and boats. We also 
have a machine shop. Basically, our business is concerned with the 
buildup of engine powerplants for Government contract at West Palm 
Beach; there are several other contracts in another smaller corpora- 
tion where we assemble generators, starters, and so on, and we do have 
a corporation that deals in the sale and service and overhaul of acces- 
sories, and aircraft instrument parts. 

Besides, we have one corporation which dabbles, shall I say, in buy- 
ing surplus and hoping to eventually sell it at a profit. 

Senator Smaruers. Now we understand you. Go ahead. 

Mr. Rizey. So far as we are concerned, in our particular business, 
from a restrictive standpoint, we are only concerned with those rules 
of the Federal tax laws that we feel actually serve as deterrents to 
our expansion, development, and increased investment. The easing 
of these restrictions, or the modification of existing laws, would 
greatly enhance the growth of smaller concerns by providing an in- 
centive for investment of additional funds which would substantially 
solidify their economic position and assure their constant physical 
growth. ; 

We have basically two items. One concerns capital expenditures 
other than at time of organization. In order to meet competition and 
remain current with the numerous ever-occurring technical improve- 
ments, it often becomes necessary for small business to acquire or 
improve capital equipment, such as land, buildings, machinery, et 
cetera. Since a large percentage of these expenditures are, for all 
practical purposes, forced upon the small enterprise through economic 
pressure or legal action as a result of statute changes, it is not equitable 
to capitalize this amount and receive the return of the investment 
through extended depreciation over the life expectancy of the capital 
item involved. This type of expenditure should be allowable as a 
normal business operating expense deduction over a maximum period 
not in excess of 5 years. The deduction should be computed to take 
advantage of the larger amount in the first year, and proportionately 
smaller amounts in the succeeding years. This change would permit 
the return of investment much more rapidly; would spark the pur- 
chase or improvement of needed capital equipment; and would ulti- 
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mately provide greater economic security for all concerned through 
increased production. 

No. 2. Depreciation: Smaller businesses, not having a wealth of 
financial resources, are often required to subsidize through lending 
institutions the purchase of additional capital equipment. While the 
repayment on such loans invariably covers a relatively short period, 
the actual return of the additional investment through the recognized 
depreciation methods is far slower. A great benefit to small business 
would be governmental recognition of this phase, and the introduction 
to and passage by Congress of a method or rule allowing such small- 
business enterprises to take advantage of a straight-line depreciation 
rate over a period of 5 years without regard to the actual life ex- 
pectancy of the capital item purchased. 

Also in this connection would be the expansion of limitations rela- 
tive to the use of the 200 percent declining balance method which, 
incidentally, I noticed from the mail this morning has recently been 
changed to allow a maximum of 150 percent on used equipment pur- 
chased subsequent to December 1, 1953. I saw that in our CCH 
reports that arrived on the desk this morning, and also to include the 
sum-of-the-years-digits method to include all used property as well as 
new property. 

This, in effect, after our discussion with my employers this morning, 
is the digest of our particular speech here today. 

Senator Smaruers. All right, sir. Thank you very much. That 
is very helpful, and I think you have made a good statement. 

Mr. Sruuts. Mr. Riley, you would prefer not to have included in 
the record your point No, 34 

Mr. Ritey. Yes, sir; we would like to eliminate that. 

Mr. Sruurs. Point No. 3. Apparently there was a meeting of the 
board of directors on that. 

Mr. Ritry. No, sir. There was a meeting of the accounting depart- 
ment and the boss. I didn’t agree with that. 

Senator Smaruers. All right, thank you very much. 

We have in the audience a representative of the mayor of Miami, 
who, incidentally, is Randy Christmas, and representing him today is 
a very able and outstanding young lawyer by the name of Bill Pallot. 

Do you care to say anything to the committee ? 


STATEMENT OF JUDGE WILLIAM PALLOT, REPRESENTING THE 
HONORABLE RANDALL CHRISTMAS, THE MAYOR OF MIAMI, 
FLA. 


Judge Pattor. Mr. Senator, my good friend, and gentlemen, the 
mayor of Miami is sorrier than you know that he was just riot able 
to make it today, and I guess you know why, Senator. But he did want 
to extend his best wishes and welcome to you gentlemen for having 
selected Miami as a site, and he wanted to urge you to come down here 
to south Florida more and more with whatever Senate business or 
Federal business you have in this area. We are certainly delighted 
tohave you. It isan honor anda privilege. 

Senator Smatuers. Thank you. 

We might say to you that the difficulty of coming to Miami—it has 
many, many great advantages, but we do not find the problems of the 
small-business man in this area, fortunately, as acute as they are in 
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some of the other areas of the country. But we do appreciate all the 
hospitality which has been shown the committee since being here. 

You convey to the mayor our best. 

Mr. Sruurs. We also thank the mayor and the city commission for 
allowing us the use of this chamber. 

Judge Pauior. You can have it any time you want to. And if it is 
business in other areas that you are concerned with, I am sure they 
would be delighted to come to Miami and have the investigation con- 
ducted here. ‘Thank you ever so much. 

Let me shake your hand, Mr. Chairman. 

Senator Smaruers. All right. 

Mr. Leonard, is he here yet? We are still 10 minutes early. Is 
there anybody here who had wanted to have an opportunity to put 
anything in the record! If not, we are going to conclude these hear- 
ings. If and when Mr. Leonard shows up, we will accept his statement 
for the record with apologies that we are running ahead of time. 
However, it will be read by myself and, I am sure, the staff and other 
members of the committee. 

(The prepared statement of Armlon (“Bud”) Leonard, president, 
Leonard Bros. Transfer & Storage Co., Inc., follows :) 


I am Bud Leonard, president of the Leonard Bros. Transfer & Storage Co., 
Inc., located at 2595 Northwest 20th Street, Miami, Fla. We operate a spe- 
cialized and heavy hauling trucking company with oflices in Miami, Orlando, 
Pensacola, Fla., Los Angeles, and San Diego, Calif., and others in Texas, 
Georgia, and the eastern seaboard. We specialize in transporting machinery, 
heavy equipment, and aircraft supplies and equipment. 

We employ approximately 140 employees. 

We feel that the Government should give consideration to the lowering of the 
tax brackets for corporation taxes on small business. It will be recalled that 
for the past several years Congress has postponed the effective date of the 5- 
percent cut in taxes and they have repeated themselves since the Truman 
administration on postponing the effective date of this 5-percent cut. 

We favor, due to the immediate enactment of the tax law which has been 
postponed from time to time or better still, the enactment of either the Sadlak 
or the Herlong bill. 

The present tax structure tends to help build up the inflationary condition exist- 
ing in our country today. Both Congress and the President have requested of the 
public and businesses to cut down on spending as much as is possible. But for 
all practical reasons, our tax structure, as such, as to help increase the inflationary 
condition and encourage business to spend rather than to cut down on spending. 

It is not uncommon for a corporation which is in the 52-percent tax bracket to 
take the position that an expense might as well be entailed because Uncle Sam 
will pay 52 percent of the ticket and the corporation will pay only 48 percent of 
the ticket. Many times the problem of deciding whether to make the expenditure 
or not make the expenditure is finally solved in that manner, and as a usual rule, 
corporations will be spending money which can be immediately expensed rather 
than spending their earnings on things which will add to their assets or which 
must be depreciated over a long period of time. 

We feel that if the tax structure were decreased so as to make the top tax 
total in the neighborhood of the 42 percent, instead of 52 percent, that the 
condition spoken of would be reversed and in the long run the Government 
would collect as much taxes as they do presently. The corporations would not be 
so greatly encouraged to do spending which they are presently doing, because 
the attitude taken that Uncle Sam is paying 52 percent and we are paying only 
48 percent. Thus, while the tax rate would be decreased, the amount of dollars 
on which tax would be paid, would be increased and Uncle Sam, in the long 
run, would be collecting just as many tax dollars as he did otherwise. 

It is also advisable that due to the present-day inflationary condition of our 
dollar, that the limit of $25,000 profit for 30 percent normal tax application 
be raised to $50,000 before applying the surtax. 
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The present-day small-business man needs more surplus of profits left for his 
use to take care of the increased cost of machinery, labor, materials, and equip- 
ment, as well as a Government help to create an incentive in the small-business 
man to invest his money in items which will be depreciated over a long period of 
time as well as purchasing only those materials which can be expensed immedi- 
ately. We feel that this can be brought about by Congress changing the present 
total normal tax and surtax from the amount of 52 percent to a lower figure 
of approximately 42 percent total, surtax plus normal tax. 


Senator Smaruers. If there is nothing else at this time to go into 
the record, we stand adjourned. 

(Whereupon, at 3:35 p. m., the committee recessed, to reconvene at 
10 a. m. Tuesday, November 12, 1957, at Chicago, Ill.) 
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TUESDAY, NOVEMBER 12, 1957 


Unrrep States SENATE, 
SreLect CoMMITTEE ON SMALL BUSINESS, 
Chicago, Illinois. 

The committee met, pursuant to recess, at 10 a. m., in room, 209, 
United States Courthouse, 219 South Clark Street, Chicago, IIL, 
Senator Wayne Morse, presiding. 

Present: Senators Wayne Morse, Edward J. Thye, Paul Douglas, 
and Everett Dirksen; Congressmen Sidney Yates and Harold R. 
Collier. 

Also present: William J. Erickson, counsel, and John J. Flynn, 
counsel. 

Senator Morsr. The hearing will come to order. 

The Senate Small Business Committee is very happy to be in Chi- 
cago this morning. We are here to continue a series of hearings to be 
held across the Nation in connection with the Senate Small Business 
Committee’s study of the impact of Federal taxation on small business. 

Off the record. 

( Discussion off the record.) 

Senator Morse. Five years ago, this committee made a similar study. 
After a series of hearings in 7 cities involving 500 pages of testimony 
from 129 witnesses, a report was filed with the Senate stating the unan- 
imous findings and recommendations of the committee. Most of the 
recommendations of that report were subsequently written into law 
much to the benefit of the small-business economy. 

During the years since our last study, it has become increasingly 
clear that all is not well with the small-business men of this country. 

Off the record. 

(Discussion off the record.) 

Senator Morse. On the record. 

Speaking at least for myself, it isevident that many of the ills facing 
this segment of our economy are caused by the Federal tax system ; 
therefore, we on this committee feel it is once again time to consult 
directly with representatives of American small business. 

This study has a dual purpose. First, we hope to determine the ex- 
tent to which the Federal tax system imposes an unfair burden on small 
business. Second, we want to have the benefit of the opinions and 
recommendations of the witnesses who appear on the different pro- 
posals made to'relieve small business from any unfair burden which is 
found to exist. 

It is hoped that representatives of all types of small business may 
be heard during the course of this investigation. Members of profes- 
sional groups serving small business are also being asked to testify. In 
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addition, many other businessmen will be granted permission to file 
written statements for inclusion in the committee’s record. From the 
testimony of all these people, the committee hopes to get a compre- 
hensive picture of the problems facing small business today which re- 
sult from the Federal tax structure. 

At the end of this series of hearings, the 13 members of the commit- 
tee will work out a report giving the conclusions we have reached from 
a study of this mass of evidence and will prepare an omnibus small- 
business tax relief measure for introduction in the Senate early in 
January. 

At this point the Chair, without objection, will make as part of the 
record—it is not too long—the Report of the Select Committee on 
Small Business of the United States Senate of 1953 because we think 
that those who ask for copies of the transcript ought to have the find- 
ingsof the committee set forth in its previous study, and we will make 
that a part of the record of this hearing. 

(The document entitled “Report of the Select Committee on Small 
Business—United States Senate” is as follows :) 


[S. Rept. No. 442, 83d Cong., 1st sess.] 
TAX PROBLEMS OF SMALL BUSINESS 
JUNE 18 (legislative day, JUNE 8), 1953.—Ordered to be printed 


Mr. HENpRICKSON, from the Select Committee on Small Business, 
submitted the following 


REPORT 
SEcTION I. INTRODUCTION 


A. COMMITTEE’S ACTIVITIES IN THE TAX FIELD 


This committee was formed to give consideration to the problems and interests 
of that numerically very important segment of our economy classified as small 
business. Early in the operations of this committee, it became evident that the 
impact of taxation and the problems of living within the tax laws are extremely 
important to small concerns, particularly to small corporations. 

Therefore, in the summer of 1951, Senator John Sparkman, chairman of the 
Senate Small Business Committee, appointed a Subcommittee on Taxation to 
study the impact of Federal taxation on small-business firms and to make any 
recommendations which would appear warranted as a result of its study. Sen- 
ator Robert C. Hendrickson was named to head that group. Other members 
were: Senators Sparkman, Hubert H. Humphrey, William Benton, and Edward 
J. Thye. In February 1953, Senator Edward J. Thye, chairman of the Small 
Business Committee for the 83d Congress, renamed Senator Hendrickson to 
serve as chairman of the Subcommittee on Taxation. The other members of 
the subcommittee are: Senators Thye, Homer Ferguson, John Sparkman, and 
Hubert H. Humphrey. 

The earliest studies of this subcommittee led to several recommendations for 
modifications in the excess profits tax to ease the burden of such taxes on small 
new companies formed subsequent to January 1, 1946. These proposals were 
incorporated in the Revenue Act of 1951 and have been of important benefit to 
a sizable number of new small growing enterprises. However, the subcommittee 
desired more information from a large segment of small businesses whose owners 
were unable to come to Washington and a series of hearings was scheduled 
throughout the country. Seven such hearings have been held in Bridgeport, 
Newark, Los Angeles, Minneapolis, Birmingham, Chicago, and Cleveland. 

The recommendations contained in this report are in large part drawn from 
the testimony of the witnesses heard in these cities. In all 121 witnesses were 
heard. With few exceptions, the witnesses were owner-managers or important 
staff members in truly small enterprises ranging from 4 to as many as 500 
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employees. Most of the witnesses represented manufacturing concerns where 
capital investment was extremely important, or firms whose sales are in the 
line of capital equipment such as machinery or tools and dies. There were, 
however, among the witnesses some professional accountants and several 
retailers. 

B. SCOPE OF THE INQUIRY AND REPORT 


Although all small businesses, whether incorporated or not, are faced with 
problems resulting from today’s high Federal tax levels, this report will con- 
cern itself almost exclusively with corporate businesses. Those enterprises 
operating as partnerships or proprietorships are numbered in the millions and 
represent a significant part of our economic being; nonetheless, their tax prob- 
lem involves the rate of the personal or individual income tax rate, and, for 
purposes ef simplification, is ruled outside the boundaries of the present study. 

Secondly, this report will not employ any set definition on what constitutes 
a small corporate business. On the other hand, since the problem at hand in- 
volves levies on the income of corporations, a workable definition will necessarily 
lean heavily on the amount of income any business might have. Your committee 
has never attempted to divorce artificially small business from big business, nor 
does it wish to imply that the basic nature of this problem differs between the 
small independent enterprise and its larger competitor. Any such difference in 
the impact of high tax rates appears one of degree and of timing, since the 
large corporation is often able to alleviate the direct effect for a rather prolonged 
period. This represents a marked contrast from the typical small enterprise 
which is unable to raise equity capital from external sources. Moreover, for 
many new companies, there is a period when the firm must grow or perish; to 
remain static is to become a business fatality. 

Finally, this report will confine itself to taxes on corporate income and related 
imposts with the exception of brief mention of estate taxes as they apply 
to closely held corporations. 


©. NATURE OF THE TAX PROBLEM 


The final report of the Senate Small Business Committee of the 80th Congress 
stressed the problems of small business in the fields of financing and taxation. 
Even during that short period of relatively low taxes between the end of 
World War II and the outbreak of war in Korea, the tax problem was paramount 
in the scale of business worries. Inthe words of that report: 

“The principal reason for small business mortality is inadequate financing. 
Previous efforts of the Senate Small Business Committee have been devoted 
in great degree to the creation of additional sources of financing for small com- 
panies, such as the Smaller War Plants Corporation. Before considering the 
use of tax moneys to provide financing to small companies the tax structure 
should be reviewed and revised to improve the capacity of small companies to 
finance themselves out of earnings and to attract outside capital. This will not 
only reduce mortality of small businesses, but will increase the ability of owners 
of small businesses to resist the pressure caused by income and estate tax prob- 
lems to sell out to larger companies.” ? 

In its annual report covering its activities during 19571, the present Senate 
Small Business Committee also gave high priority to the impact of Federal 
taxes upon small businesses and pointed out the nature of these obstacles 
in the following manner: 

“The comparative levels of the tax burdens may be understood most readily 
in terms of relationships to taxable income. Before World War II, corporate 
taxes amounted to only about $1 in $7 of taxable income. During the war, the 
corpordte income tax reached the level of $2 in $5 of income plus a substantial 
excess profits tax. Today, the corporate income tax takes more than half of 
corporate net income and when combined with the excess-profits tax may take as 
much as $7 out of every $10 of corporate income. Personal taxes are higher than 
during the war period and today take $2 out of $5 at the $10,000 level, $2 out of 
$3 at the $25,000 level, and $9 out of $10 at the $100,000 level. 

“Tax levels such as these are serious for business generally in that they restrict 
the capacity to grow through internal sources and reduce both the capacity and 
willingness of investors to invest in new enterprises. This is especially serious 
for the smaller businesses because such concerns usually do not have the compen- 





1S. Rept. 46, 8ist Cong., 1st sess., Feb. 20, 1949, p. 1. 
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satory advantages which are frequently associated with large size. The smaller 
concerns cannot buy as favorably or get as long credit terms or low interest rates 
as their larger competitors. Their ability to adapt themselves to changing 
conditions, such as those dictated by the present warlike circumstances is much 
less adequate than is true for the larger businesses. With taxes taking about 
28 percent of national income and with something more than 77 percent of all 
taxes being Federal taxes, it is not surprising that small-business men frequently 
associate their troubles with matters of taxation.” * 

What these data mean to many small-business men may be illustrated by the 
testimony of one witness. 

“In the case of our company, our bill for Federal taxes last year was about 
2% times the earnings which remained. It was almost 4% times the amount our 
owners received on their investment, and doubtless 9 times the amount they 
retained as a group after their personal taxes. In 1951 our sales were 70 percent 
greater than the year before; our net earnings were less, so the tax collector got 
all the benefit of the increase.” * 

The impact of the rising tax levels can also be shown by the data furnished 
in connection with a hearing in another city. 





Net sales | Net profit | Net profit 
before taxes | after taxes 


Fiscal year ended— 





ewe 
Deeimmame Soe rgs boule) 5s add Skuta. Lil (OMRON Ob OR ee $1, 483, 87 
Jan. 31, 1948  aaogenmmnelirs 55 iat data ctdeaia ds that aeitbatice | 540, 322. 96 2, 075. 67 1, 560. 75 
Jan. 31, 1949. ___- So eee ee ene cseancaseatccdl ee | 1, 814. 75 | 1; 268. 39 
SCENT. . 0c... 2 ca et oa bs sie bbl hdc on ceandcll Maen en | 2 Gea 1, 917. 63 
rn wee Vin dcdsc Ee | 827,145.36 | 61,037.35 31, 889. 21 
ei alana eStart a eae a a ae | 1, 655, 191. 68 | 135, 000. 00 34, 161. 97 








1 This was a 3-month period for an adjustment of the fiscal year. 


The problem of total tax burden and its effect upon management and labor- 
management relations is well stated by a witness testifying in the subcommittee’s 
hearing at Bridgeport, Conn. : 

“IT would say that if anyone, in the Biblical sense of the term, has become his 
brother’s keeper, it is surely the businessman. 

“For 1952, the normal tax on profits will be 52 percent, with a 30-percent tax 
on excess profits. With, however, the maximum take by the Government of 
70 percent of all profits earned. Taxes as high as this, as all of us know, promote 
extravagances in business. In fact, the business management must be pretty 
resolute in mind to avoid indulging in extravagances. The question would be 
asked by many of its personnel as to why a company should not pay high salaries 
and high wages and everything else of this nature and if necessary have it reduce 
earnings, because the Government gets most of the benefit of earnings anyway. 

“What will be the condition of business-management and business ethics, when 
peacetime competition comes, if these extravagances are indulged in as undoubt- 
edly they will be and are in many instances? 

“Even labor unions make use of the fact that where 82 percent of a corpora- 
tion’s earnings may be paid to the Government they feel that they are not asking 
much when only 18 cents out of every dollar wage increase will come out of 
the company’s pocket This statement is made by them, even though there 
are such things as wage controls in effect. 

“It seems to us and to economists in general that taxes should not be made so 
high as to destroy incentive or restrict initiative. It is certainly not very com- 
forting when a new business, through hard work,, initiative, and a careful and 
prudent use of invested funds, a successful enterprise had been established, to 
know that over one-half of the profit resulting from the effort is demanded by 
the Government in cash. That certainly would give anyone reason to pause who 
may be thinking of going into business.” ‘ 

The Senate Small Business Committee has always proceeded on the basis 
that the preservation of a healthy competitive economy is the most significant 
single aim of anyone wishing to guarantee the solvency of the small-business 
community. Private abuse of monopoly power or Government abuse of public 


2S. Rept. 1068, 82d Cong., 2d sess., Jan. ‘21, 1952, p. 160. 
* Tax hearings, Senate Small Business Committee, pt. 1I, p. 507. 
*Ibid., pt. I, pp. 50-51. 
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power often pose threats to independent businessmen and we feel that any 
malady along these lines should receive prompt attention and sound treatment. 

Specifically, your committee during the past year held a series of hearings 
and received nine reports dealing with separate aspects of the monopoly problem. 
It has at all times watched closely the operations of the Federal Trade Commis- 
sion and the Antitrust Division of the Department of Justice, feeling that threats 
to competition should be met as soon as they arise. 

Therefore, your committee has been particularly concerned by the evidence 
it has received concerning the extent to which our present tax policies tend to 
monopoly and oligopoly. It is irrational in the extreme for Congress to pass 
laws and provide funds for the purpose of maintaining competition and, at the 
same time, give every possible inducement through our tax laws for mergers 
and sales of small independent companies to their larger comeptitors. 

Already well aware of this problem, your committee had it pointed up when 
a letter was directed to the committee in January 1953 from one of the men 
who had testified before the Tax Subcommittee some 8 months earlier. During 
that period, what was and should have remained a sound, profitable, independent 
business became a division of the largest company in that particular field. 
Excerpts from this young man’s letter follow: 

“* * *QOur little, family-owned corporation was a gold mine. We fed it 
instead of bleeding it and it grew fabulously from a capitalization of $10,000 
to become the largest * * * this side of the Mississippi in 16 years. Its growth 
was due to good workers, good machinery, good decisions in the front office, 
a good product, good service, and customers who appreciated it. Other companies 
in our area in our line of work failed, held onto a meager existence, or grew, 
but, with pardonable pride, may I say that we grew fastest. 

“So there we were with a successful family-owned corporation on our 
hands * * * with a real problem. Our auditor kept telling us that the only 
way to get our money out of the business was to sell it, and take our capital 
gain. * * * We were in a vulnerable position because we could not accumulate 
enough cash to get us over a bad time as individuals or as a corporation. Need 
I say that we could not accumulate sufficient cash because of the present burden- 
some tax structure. It is the darndest feeling to be part owner of a business 
worth hundreds of thousands of dollars and to have to borrow money to pay 
an installment on your income tax. 

“Had it not been for the present tax structure we would have laughed at the 
thought of selling our small business. Would Aladdin sell his lamp? * * * 

“To be specific: The present tax laws were 90 percent responsible for my 
family’s relinquishing control of the business. * * * Give a good buyer 5 percent 
credit for influencing our decision. The remaining 5 percent is best described 
as the possibility of a ‘keyman’ leaving suddenly—tough to replace in a small 
organization—always plenty of bright young men in a big one.” 

In this instance, your committee was almost literally present when this one 
independent small business became part of an organization with which it had 
successfully competed. Thus, one more industry lost a large part of its healthy 
competitive complexion. 

A valuable study conducted by members of the Harvard Business School 
faculty encompassed the field of the effects of taxation on corporate mergers. 
Professors Butters, Lintner, and Cary concluded : 

“That taxes have been a highly significant motivation in the sale of a consid- 
erable number of closely held companies, but that the role of taxes in this respect 
has been much more limited in scope than has frequently been claimed. 

* * * * * 2 

“The impact of the estate tax on the owners of closely held companies is re- 
inforced by the combined effects of high income taxes and of low capital gains tax 
rates. As already noted, if owners of closely held companies are to pass their 
holdings on to their heirs, they must accumulate large amounts of liquid assets 
in order to provide for the payment of their estate taxes and for their other 
liquidity needs. The personal income tax along with the double taxation of 
dividends often makes the accumulation of such funds in adequate amounts pro- 
hibitively costly if not impossible though this difficulty may be avoided by many 
owners of closely held companies under the Revenue Act of 1950. 

“In addition to making it unattractive for the owners of closely held companies 
to retain their holdings in these companies, the tax structure further abets the 
decision to sell by providing very favorable tax treatment in the event that the 
owners decide to sell out. The gains from such sales are, of course capital gains 
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and hence are taxed at a maximum rate of 25 percent. If the sale takes the form 
of a tax-free exchange of securities, the owner may be able to transfer his hold- 
ings into readily marketable securities of high investment quality without in- 
curring any taxes at all on the transaction. Thus, while funds taken out of the 
business as dividends may be taxed as high as 82 percent under the 1948 act, 
owners may convert the stock of their companies into cash or marketable 
securities at a tax cost ranging from zero to a maximum of 25 percent of the gain 
on the sale. 

“Even when no attention is paid to the estate tax, perhaps because the owners 
are still young, the income tax structure itself may be a major factor in inducing 
the owners of closely held companies to sell out. This inducement will be 
especially strong for owners of rapidly growing companies which have developed 
a substantial capital value but which still represent highly risky investments. 
Entirely apart from tax consideration, the temptation to the owners of such 
companies to cash in their gains and invest them in less risky form while the 
opportunity is still available would be great. To the degree that the opportunity 
for further gains by retaining their holdings is curtailed by heavy taxation— 
including the corporate income tax and possibly section 102 if earnings are 
retained, and the personal income tax on amounts distributed as dividends—the 
incentive to play safe and cash in the gains already attained at capital-gains rates 
is correspondingly strengthened. The tax rate increases of the Revenue Act of 
1950 have substantially augmented this incentive to sell out and further increases 
that appear inevitably will strengthen it still more.” ° 

Another comprehensive study on the impact of corporate taxes was published 
by the Harvard Business School. Entitled “Effect of Federal Taxes on Growing 
Enterprises,” this survey was written by J. Keith Butters and John Lintner and 
stated the following 11 conclusions, most of which are highly relevant to the 
purposes of this report: 

“1. In the development-of-the-idea stage of a new enterprise taxes are seldom 
of dominant importance. 

“2. As a business develops beyond the “idea” stage to the point at which produc- 
tion appears feasible, tax considerations become progressively more important. 

“3. At this stage, and beyond, high corporate taxes are typically much more 
repressive in their effects than are high personal taxes—at least so long as capital 
gains continue to receive very favorable treatment. 

“4. High corporate taxes restrict the growth of small companies: 

“(a) By greatly reducing the attractiveness of risky expansions to the 
managements of small companies; 

“(b) By curtailing the amount of capitol available from retained earnings 
to finance such expansions; and 

“(c) By making the acquisition of outside capital on satisfactory terms 
much more difficult. 

“5. In each of these respects the restrictive effect of high personal taxes appears 
to be much less severe: 

“(a) The effect of personal taxes on management incentives is much less 
direct ; 

“(b) Except for unincorporated enterprises personal taxes do not reduce 
retained earnings ; and 

“(c) On balance, high personal taxes may not even divert outside capital 
away from highly venturesome enterprises. 

“6. Retained earnings are an especially critical source of funds for the ex- 
pansion of small enterprises : 

““(a) The owners of small companies frequently place great importance on 
the maintenance of a strong control position and of their personal freedom 
of action. To the extent that they do so, they will be reluctant to undertake 
expansions which must be financed by outside capital. 

“(b) Many small companies—even companies with promising growth 
prospects—find it extremely difficult or impossible to raise outside capital on 
reasonably favorable terms. 

“(c) Hence, for both of these reasons, many expansions by small com- 
panies will, in fact, be undertaken only if funds are available from retained 
earnings to finance them. 


6 Butters, Lintner, and Cary, Effects of Taxation: Corporate Mergers, Harvard Business 
School, 1951, pp. 12-13, 35. 
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“7, In almost every respect high taxes are less repressive on large, established 
corporations than on small, growing firms. 

“(a) High taxes reduce the profit expectancy of new expansions by large 
companies much less severely than they restrict similar expansions under- 
taken by small, independent companies. 

“(b) Large, established companies have substantial amounts of funds 
coming available from their noncash expenses in addition to whatever earn- 
ings they may be able to retain after taxes. These funds may be used to 
finance the introduction of new products and technical innovations. 

“(c) Finally, large, established companies generally can acquire new 
capital on much more favorable terms than can small companies. In addi- 
tion to their ability to float common stock with relative ease, they can 
usually issue preferred stocks or bonds—alternatives available to small 
companies only on a limited scale, on more expensive terms, and usually 
at great risk to the common-stock holders. 

“8. Thus, unless special adjustments are made to relieve the burden of a flat- 
rate corporate tax on small companies, such a tax would tend to promote an 
increased degree of industrial concentration in addition to restricting the 
growth of small, independent companies. 

“9. It would be possible substantially to relieve the tax burden on most 
small, growing companies without greatly diminishing Federal revenues. This 
study clearly emphasizes the need for such relief. But it makes no attempt 
to examine the many problems which would arise in formulating the precise 
character of this relief. 

“10. The financial problems confronting small firms are particularly acute in 
times of depression and market pessimism—at such times it is practically 
impossible for most small companies to acquire new equity capital on accept- 
able terms. Indeed, perhaps the surest way to improve the position of small 
firms would be to follow an economic policy that would promote a high level 
of economic activity. The indirect effects of general prosperity would be far 
more powerful than any specific measures which could be taken to break down 
the barriers betwen small companies and the capital market. 

“11. As a final point, existing imperfections in the capital market and the 
general unwillingness of individual savers to assume the risks of ownership 
emphasize the possibility that venture capital may be scarce at a time when 
there is general oversavings in the economy. Failure to recognize that over- 
savings and shortages of venture capital are not mutually incompatible has led 
to many statements of doubtful validity by both proponents and opponents of 
the oversavings thesis.” ° 

Almost all of the witnesses appearing before your committee presented 
specific testimony which completely backed up the findings of the Butters- 
Lintner study. An owner of one growing company whose earnings before taxes 
were most impressive made this statement: 

“The second impact of taxes is that they completely stop the mechanization 
in our company. We no longer can introduce any new labor-saving devices. 
The first reason we cannot do that is that all additional capital we have has 
to be put into the company for expansion if we are going to stay in the market 
at all. But the second reason is that it is not economically sound to make any 
improvements in mechanization and introduce any labor-saving devices (be- 
cause of present tax policies). 

“For example, the Warner and Swazey people came out with automatic 
chucking machines about 3 years ago. * * * The economics of these chucking 
machines are this: that 2 machines can replace 4 turret lathe operators. * * * 
Now going on further, you save 3 operators, and you are saving $9,000 a year, 
approximately. In order to save that $9,000 a year, you have to spend $40,000 
on those machines. Assuming that the entire savings that you make are not 
subject to tax, you could pay for those machines in 3% years, and that would 
be considered, if there were plenty of capital, a sound investment. But because 
those savings have to be translated into profits, and, therefore, are subject to 
tax, and the proceeds after taxes are what you have to use to buy machines 
with. Because they are capital items, they cannot be charged to expenses and 
it will take us 14 years to pay for those machines. 





* Butters & Lintner, Effect of Federal Taxes on Growing Enterprises. Harvard Business 
School, 1945, pp. 2-4. 
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“By that time, they will be worn out. We just cannot get them as long as we 
remain in this excess profits tax bracket. 

a ak 4 a eo a * 

“The third thing taxes have done to our industry is that they have created 
larger companies all the time. Although we have set up antitrust legislation to 
stop mergers, and stop consolidations, through our tax laws, we are forcing 
them. In our industry we have had 6 mergers in 4 years. In the last 2 years, 
we have had 4 mergers and those mergers have each created larger corporations. 

“As a matter of fact, what our industry will develop into at the present rate 
of progress will be this—instead of having 3 big companies and a series of inde- 
pendents consisting of about 8 or 9—we will wind up with about 5 big com- 
panies and with the little ones gone.” ” 

Your committee has been pleased to note that there has been an increasing 
awareness of the special tax problems of small business over the past year. 
It should be stressed again that the members of the Senate Small Business 
Committee are not proceeding on the assumption that the nature of small- 
business problems differ in kind from those faced by larger corporations, nor 
does your committee feel that the interests of small business are necessarily, 
or even customarily, incompatible with those of their larger competitors. 
Nonetheless, a large concern is usually able to obtain relief through legislation, 
administration, or through outside financing to tide it over a period of oppres- 
sive taxation. None of these remedies is often available for small, independ- 
ent businesses. Furthermore, the survey undertaken by the Taxation Sub- 
committee has indicated that, while there may be no difference in kind, there 
is definitely a difference in degree in the relative impact of Federal corporate 
taxation on small and large companies. 

An editorial which recently appeared in several of the leading business 
magazines states succinctly the needs of small business for relief in the tax 
field. 

“How Taxes Hurt SMALL BUSINESS 


“Since the outbreak of the Korean war, small business has been handicapped 
by two principal features of the emergency tax program: 

“1. Many small firms are unable to retain enough of their earnings to provide 
for expansion because these earnings are drastically limited by the excess-profits 
tax. 

“2. Small companies have received a very small share of the tax concessions 
allowed by the Federal Government to encourage construction of defense 
facilities. 

“A small business that succeeds and hence grows is particularly hard hit by 
the excess-profits tax. That tax, of course, applies to corporations having a net 
income of more than $25,000 per year. It results in taking up to 82 cents on 
every dollar of profit that the company earns above what is called an ‘excess- 
profits credit.’ For most small companies the credit depends on what was 
earned in 1946-49. This creates an element of gamble and discrimination in 
determining the amount of tax to be paid. Time has proved that it is impossible 
to select a base period for the tax that is fair to all companies. A young com- 
pany starting in 1946-49 is peculiarly vulnerable, as its earnings in that period 
were necessarily low. Even on modest earnings today, it would pay a high 
excess-profits tax. 

“It is true that Congress wrote into the excess profits tax law provisions to 
lessen the impact of the tax on growing companies. However, none of these 
provisions in practice has given much relief to small business. 


‘* ‘RELIEF’ PROVISIONS GIVE LITTLE RELIEF 


“Small firms rely almost entirely on retained earnings to provide funds for 
improving their plants and equipment. They get very little help from the pro- 
visions (1) that no more than 70 percent of total profits can be taxed away, 
(2) that additional earnings are allowed on an increase of invested capital, 
or (3) that growing companies are allowed a rate of return on capital equal to 
the industry average. 

“Most large firms can obtain additional funds in the securities market. But 
small firms find it difficult to increase their capital by selling securities since 





7 Tax hearings, op. cit., pt. I, pp. 382-384. 
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investors generally prefer the stocks or bonds of nationally known and seasoned 
companies. Few small companies therefore can reduce their tax burdens by 
increasing their invested capital, and few can meet their needs for equity capital 
if their rates of profit are no higher than those of the leading companies which 
generally set the average profit. 

“Small business has been equally at a disadvantage in the matter of accelerated 
depreciation for tax purposes. The Government has encouraged a great ex- 
pansion of our industrial plant, despite the very high rate of taxation on 
corporate earnings, by granting certificates of accelerated amortization on new 
plants built to support the defense program. These certificates allow business 
to charge off the cost of defense plants at a rapid rate. This decreases the 
earnings that are subject to taxes, and so increases the part of the earnings 
that may be retained in the business. 


“GROWTH IS STIFLED 


“But most of these tax concessions have been made to large firms especially 
equipped to handle the complex problems of defense production. Of the $12 
billion of new facilities so far approved for fast amortization, only 11 percent 
are for companies with less than 500 employees although the share of such com- 
panies in the normal civilian business is about 30 percent. In only 2 of 12 
industries studied by the Small Defense Plants Administration were small firms 
receiving what was estimated to be a fair share of the total tax amortization 
awarded. 

“Because they are unable either to retain enough earnings after taxes or to 
step up their depreciation allowances, most small firms are unable to keep up 
in the race to expand and modernize plant capacity. The Small Defense Plants 
Administrator, in his report to Congress, emphasized that small companies have 
been unable to do their full part in the defense program for lack of capital. 

“The Council of State Chambers of Commerce recently published an eight- 
State survey showing widespread cutbacks of plans for new plants by small- and 
medium-sized companies. According to this report, ‘high Federal taxes enacted 
since the beginning of the Korean war appear to be placing an effective brake 
on the rate of industrial expansion in all the States’ surveys and probably in the 
48 States generally * * *. It is principally the small- and medium-sized com- 
panies whose growth is being stifled.’ 


“SOME WAY TO HELP 


“The first step to relieve small companies should be to free them from the 
excess-profits tax. The Nation as a whole would be far better off if the excess- 
profits tax were allowed to die as scheduled on June 30, since the tax promotes 
waste as it stifles incentives. It is quite possible, however, that the politics of 
tax reduction, as opposed to the economics, will prevent the elimination of the 
tax during 19583. 

“If the tax is extended, provision should be made for a much broader exemp- 
tion to smaller corporations. If net income up to $100,000 a year, which in these 
days still constitutes small business, were exempted from the tax, the loss of 
revenue to the Government would be about $175 million. This relatively small 
amount could easily be offset by an increase in employment and incomes if 
small business is freed from its financial straitjacket and allowed to expand. 
Careful attention should be given also to the possibilities of allowing a higher 
rate of return on the first $1 million of capital (roughly the amount it takes to 
provide 100 jobs) and of making special accelerated depreciation allowances to 
smaller firms. This is a matter so important that we shall return to it in a future 
editorial. 

“Relief for small business—relief from a financial paralysis that has kept it 
from playing its dynamic part as a growth element in our economy—would do 
much to give the lie to the Nation that the Hisenhower administration is a ‘big 
business’ operation. Much more important, it would be a long stride toward 
releasing the dynamic energies of many small businesses and businessmen to 
forward a continuing and expanding prosperity.” ® 

Your committee has not endeavored to draw together data on the revenues 
expected under present tax law and under revisions proposed in this report. The 


8 Aviation Week, Apr. 6, 1953, pp. 50—51. 
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determination of what relief can be granted during the coming year must neces- 
sarily rest in large part on the level of Federal expenditures authorized by 
Congress in the several appropriation bills. The recommendations made by 
your Committee in this report are given differing priorities, so that situations 
arising with various levels of Federal spending might be met. As a guide, the 
following chart prepared by the staff of the Joint Committee on the Economic 
Report in November 1952, is helpful in determining the present tax yield and 
estimated revenues for the coming year: 


TasrE II.—Main scheduled tax reductions 


























Amount of Revenue loss ! 
Date of decline | 
Tax Date tax went} scheduled Sa sient 
into effect reduction | 
From—| To— | Fiscal | Fiscal Full 
1954 | 1955 | year 
| es 

Percent| Percent | Billion | Billion | Billion 
Excess profits tax..............| July 1,1950 | June 30, 1953 30 | 0 $1.3 $2.5 $2.5 
Individual income tax__________ Nov. 1,1951 Dee. 31, 1953 (2) | (@ | 8 3.0 3.0 
Ist bracket rate___..______- Pe Gly 5 Uae cE 22.2 | RAR ee EEE, a 
Top bracket rate__.....___- te eeube take en eee 2.0 | se 2h 
Corporation income tax........| Apr. 1,1951 | Apr. 1,1954| (2) | (2) |-.------ ; Jnna--v9- 
Normal tax rate.._.....-.-- feet eae meee lane nccnenaee oe 30.0 | UE Wecaparcnceaon 1.5 2.0 
ENS fe cnc nena cess | Le eébak dibatttetawwacceah ane Be inkeces “ 3 
Bxcises......----.....---cs.----| Nov. 1,1051 |] Apr. 1,1054; @) | @® | ti] 0 1.0 
Distilled spirits, per gallon_|_._......-..-_-- TS $10. 50 a0) 1-2. | ; ti 
Malt liquor, per barrel___-_- eee eee cae $9.00 | $8.99 Soe ; 
Nn GUS lana intwadenstl-seenn ane scnenn| QOS | WOOF [occcclccf cic o le leew cee 
I a 5B enitgnddclinevecccdena | 19D. 08: 1 60/088: 1....-<s8 bias tide 

Automobiles, manufactur- | 
ers’ price (percent) -_--_-- Ree a ein endl pacntg Eaten Se 10 | eh tenktendel aamerae es Ae 
CN icehsinibetsi hase nniill sata anninbbhdndnbasichsntatnmnnincli a" ea 22) 80 8.5 








1 The estimates for fiscal 1954 and full year are from a staff report of the Joint Committee on the Economic 
Report, Federal Tax Changes and Estimated Revenue Losses Under Present Law, November 1952, 

2 About 10 percent. 

3 Various, 


SecTIOoN II. Excess-Prorits TaxEs 


For all but the smallest corporations, the excess-profits tax represents the 
highest hurdle on the Federal tax track. Imposing a rate of 30 percent on top 
of the normal and surtax levies of 52 percent on all earnings above $25,000, the 
excess-profits tax results in a total tax bite of 82 cents out of every dollar 
earned above an arbitrarily determined normal-earnings figure. Your committee 
regrets that the terms used in tax legislation are words which inevitably arouse 
strong emotional reactions. No one can defend excessive profits and during a 
period of war or emergency, a method of heavily penalizing all earnings above 
normal levels does not seem too harsh when wages and prices are also frozen. 
Any serious reflection on this subject, however, brings one to the conclusion that 
such high tax levels pose a most serious threat to our economy and, if long 
endured, will spell the doom of the competitive nature of our productive system. 

Profits can be taken out of war through renegotiation and other devices 
and the indirect control mechanism of high taxes can be utilized, if need be, 
through other taxes, so that the excess-profits tax is clearly not the only way 
to achieve these ends. On the other hand, your committee submits that there 
is no other tax so injurious to small business and so dangerous to our entire 
free-enterprise capitalism. The tax is an extremely unfair tax, since it is 
impossible to measure what is excess in the profits picture and to devise an 
equitable normal base period. To a business which is unable to obtain outside 
funds and must grow from within, the tax has the effect of being a damper 
on such growth at the moment when the concern begins to hit its stride in an 
operating and income sense. 

Moreover, the firm which is restricted from achieving its full growth could 
often bring competition into the market place which will serve the noble purpose 
of keeping prices down during an inflationary period. Or the stunted firm 
may be kept from bringing goods into the market which would render the 
tasks of the allocations authorities easier during times of shortages. 
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Mr. John M. Davis, president, La Salle Construction Co., Chicago, Ill., was 
one of your committee’s witnesses who called for the end of the excess-profits 
tax. Mr. Davis testified as follows: 

“Some changes were made in the excess-profits tax law last year, which bene- 
fited our company somewhat. However, the adverse picture I have just painted 
is after those changes were taken into account. The ceilings on excess-profits 
tax for new companies provide only short-term and temporary relief, which 
expires far too soon to enable a growing company to achieve its real growth 
potential. The growth formula gives us little relief, for we still find ourselves 
computing excess-profits tax credit on our so-called normal-earnings period 
which actually was the period when our company was in its infancy and at the 
short end of what should be a 10-year period of growth and expansion. 

* * cg * * - = 


“To continue: It is my considered opinion after having studied this matter 
and having compared my position with that of many others in similar straits 
that the heart of our trouble lies in the application of excess-profit laws to our 
otherwise high taxes. It is, therefore, my recommendation that the excess- 
profits law be eliminated entirely since it represents one of the most discourag- 
ing types of taxation, and that a top limit of 50 percent or less be set on all in- 
come taxes, including State income tax. 

“The picture which is painted by this report is not a pretty one. As members 
of this subcommittee, you will be impressed, if not staggered, by the realiza- 
tion that small business is being penalized to the point of discouraging the de- 
velopment of free enterprise, and whether you gentlemen are Republicans or 
Democrats, you, as sincere representatives of your constituents, cannot do other- 
wise than to find relief from taxes that discourage the future growth of pro- 
ductive business. 

+ * * * * * e 


“The obvious conclusion is that someone must make the decision whether or 
not we are to continue to have small new companies, and whether they are to 
be permitted to grow and expand. If they are not permitted to grow and ex- 
pand, our industrial system will fall victim to dry rot, decay, and monopoly. 
If we are to have new business and growing business, then it must be realized 
that there is a point beyond which you cannot tax a company and permit it to 
expand. I think that point is about 50 percent of its earnings. I think that is 
the maximum, even in an emergency, that a company under 10 years of age 
should pay, for beyond that point, the principle of diminishing returns will as- 
sert itself, and not only will the tax take be diminished, but growth and ex- 
pansion of industrial facilities will decline.” ® 

In its recent policy statement on tax and expenditure policy for 1953, the 
Committee for Economic Development gave first priority to the end of excess- 
profits taxes in the following words: 


“THE SCHEDULED TAX REDUCTIONS 


“We regard the tax expirations and reductions provided for in the Excess 
Profits Tax Act and the Revenue Act of 1951 as a practical although incomplete 
approach to the much-needed reform of the whole tax system but only provided 
that the Congress makes reductions in expenditures clearly sufficient to achieve 
a budget balance at high employment. 

“CED has repeatedly indicated its belief that the present tax structure is dan- 
gerous to economic progress. We particularly emphasize the high rates of per- 
sonal income taxation and the combined rates produced by the corporate income 
tax and the excess-profits tax. High personal income taxes and high corporate 
taxes, including excess-profits tax, are particularly harmful to the dynamic quali- 
ties in the economy. 

“The excess-profits tax is a tax on growth, on efficiency, on initiative, on risk- 
taking, on new enterprise and small business. It does not, and could not, do 
what its proponents claimed for it—identify and tax those particular profits due 
to the defense program. 

“The excess-profits tax encourages debt financing and discourages equity finane- 
ing. It encourages wasteful and inflationary business policies. It discriminates 
without reason or equity among shareholders in different corporations, and be- 





® Tax hearings, op. cit., pt. L., p. 235. 
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tween shareholders and other income recipients. It is both difficult to comply 
with and to administer. 

“The evils of the tax as time passes and the historical base period from which 
excess is calculated becomes more remote and less relevant. At the same time the 
yield declines, as exceptions must be provided to relieve manifest inequities, and 
as businesses gear their operations to reduce their taxes. 

“The tax reductions provided for in present law—the elimination of the excess- 
profits tax, the modest reduction of the present extreme rates of income tax and 
corporate income tax, and the beginnings of relief from severely discriminatory 
excise taxation—stand at the top of the list of urgently needed tax reform. 

* » * * 4 * x 

“In a revised schedule of tax reduction, if one is necessary, first priority should 
go to elimination of the excess-profits tax. Any program for tax reform and tax 
reduction should provide for the early and certain elimination of the excess- 
profits tax.’ *° 

The merits of the excess-profits tax had been debated before the outbreak of 
yar in Korea in 1950. During World War II, an excess-profits tax was levied 
which imposed a nominal rate of 95 percent with a 10 percent postwar credit 
which brought the effective tax rate down to 85.5 percent. Even during an all-out 
war, however, it became apparent that the excess-profits tax was bearing espe- 
cially heavily upon smaller concerns. In a report on taxation, dated September 
1945, the Smaller War Plants Corporation made the following appraisal of the 
excess-profits tax: 

“An excess-profits tax is a fiscal and political necessity during wartime. It 
provides a vehicle for capturing unusual wartime profits and for raising large 
Federal revenues. It also gives psychological palatability to high individual 
income taxes, wage ceilings, rationing, selective service, and other wartime eco- 
nomic controls. However, the excess-profits tax tends to be repressive, compli- 
cated and especially severe in its application to small corporations. * * * 

“The present excess-profits tax, which takes 85.5 percent of all profits above the 
excess-profits credit, would be unsuited to a peacetime period. It would tend to 
stifle business initiative, discourage plans for new investment and expansion, and 
encourage waste and extravagance. Moreover, the tax would tend to prevent 
profits from serving their function as a guide to entrepreneurs in the choice of 
new fields, and would thus discourge prompt adjustments to changing market 
and cost conditions. 

“Even if the rate were more moderate, the tax would still be of doubtful value, 
because of difficulties in achieving a reasonable definition of excess profits. 

“The base period method of determining the excess-profits credit suffers from 
the defect that the base period often has not represented a normal period in the 
life of a corporation. This is especially likely among small businesses having 
fluctuating earnings. Even if the base period is normal, the earnings of a com- 
pany during this period may nevertheless have been excessive or deficient from 
the point of view of a reasonable return on capital. Under this method, it is 
difficult to take account of investments made subsequent to the base period or to 
make provisions for new companies. 

“The invested-capital method, on the other hand, raises the many problems 
involved in evaluating capital and determining what is a reasonable rate of return 
for any given industry. These problems would be everwhelming if the tax were 
to apply to thousands of small companies. 

ae ae * th * * oe 

“A tax on excess profits at a rate as high as 85.5 percent (net) is peculiarly 
disadvantageous and onerous for many smaller corporations. There are a number 
of reasons for this. 

“A heavy excess-profits tax impairs the principal source of small-business ex- 
pansion ; namely, the reinvestment of earnings. 

“The excess-profits tax is inherently complex and baffling because of the formid- 
able difficulties in determining excess profits and because of the numerous refine- 
ments and adjustments required to alleviate its harsh burdens. Especially is it 
difficult to define equitably the excess profits of small corporations that had low 
and fluctuating incomes before the war, of small corporations which came into 
existence during or just before the war, and of small corporations with incomes 
expanding rapidly during the war. 


” Tax and Expenditure Policy for 1953. Committee for Economic Development, pp. 6-7. 
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“Young, growing enterprises are penalized in comparison with stable or declin- 
ing enterprises. * * * 

“Many small corporations have earning that are high in relation to their 
investment. * * * 

“While many small corporations have had to pay the excess-profits tax be- 
cause their earnings were found to be excessive, as interpreted by the definition 
of excess profits for tax purposes, other corporations with earnings ratios to 
investments as high or higher have paid no excess-profits tax because the latter 
enjoyed high earnings ratios before the war. 

“The relief from the burdensome and unequal application of the excess-profits 
tax on small corporations, which theoretically could be obtained through the 
application of section 722, has, in fact, generally been unavailable * * *,”* 

Your committee recognizes that the expiration of the excess-profits tax will 
result in a loss of revenue of approximately $800 million in calendar 1953 and 
twice that figure for a full 12-month period. Furthermore, your committee 
supports wholeheartedly a balanced budget at the earliest possible moment. On 
the other hand, thousands of small concerns pay excess-profits taxes, and all 
corporations, large or small, find that this tax tends to check growth, destroy 
initiative, and discourage sound and efficient management. 

One feasible alternative to the abolishment of the excess-profits tax is an 
increase in the exemption level from $25,000 to $100,000. Your committee esti- 
mates that such a rise in the minimum level of excess-profits taxation would 
result in a relatively minor loss of revenue (less than 8 percent) and would 
bring substantial relief to a large number of small, independent corporations. 
Even with this increase in the exemption, however, your committee strongly 
feels that the excess-profits tax should not be extended for more than 6 months. 
For any longer period, other methods of raising revenue must be devised which 
will be more equitable and less potent a threat to our free-enterprise system. 


SecTION III. DEPRECIATION ALLOWANCES 


As the excess-profits tax was the levy which was most criticized by witnesses 
before the taxation subcommittee, the Treasury position on depreciation al- 
lowances was the tax practice which came in for the greatest degree of criti- 
cism. With corporation taxes taking 70 percent from many small firms, each 
dollar of depreciation represents a saving of 70 cents of additional capital which 
may be used to purchase new equipment or finance operations in an expanding 
economy. 

Many recommendations for more liberal policies toward depreciation are 
based in part on a desire to reduce the total tax payment, but much testimony 
on the depreciation question represented thoughtful study of the problems of 
financial management in a period of rising price levels and the fundamental 
question of what constitutes a sound depreciation policy. Illustrative of this, 
we may quote from one witness: 

“For our last fiscal year, ending September 30, 1951, the figure which account- 
ants call net profit before taxes was $921,000. Upon that sum we paid and are 
paying income taxes of a little over $515,000. That is more than 56 percent of 
our earnings. Bad as that is, however, it is not the true picture. In reality, 
so far aS management is concerned, our real profit was in the neighborhood of 
$820,000. Upon that basis our income taxes were in excess of 63 percent of our 
earnings. Let me show you what I mean. A good share of our physical assets, 
our buildings and machine tools, were purchased with honest money, dollars that 
were worth dollars, and not dollars that were worth 52 cents or 53 cents. As you 
know, for income-tax purposes, the additions to our reserves for depreciation each 
year must be based upon costs. Those additions to the depreciation reserve 
should equal each year the cost of replacement of wear and tear on physical 
assets during that year. 

“If we bought a machine tool 10 years ago at a cost of $10,500, with an esti- 
mated life of 10 years and a salvage value of $500, our depreciation reserve to- 
day, for that machine tool is $10,000. The tool is obsolete and should be replaced, 
but in order to replace it we will have to spend somewhere between $15,000 and 
$20,000 in order to get the job done. 

“As we calculate it, the additions to depreciation reserve are short about 
$99,700 each year at current replacement cost. Since that $99,700 is not recog- 
nized as a deductible item upon our income-tax return, we must make, according 


"Taxation, Smaller War Plants Corporation, September 1945, pp. 17-19. 
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to the accountant’s figures, something over $196,000 per year to stand still, to 
break even, as we look at it. 

“J do not know the cure for this situation, but believe me, it is a real problem, 
and one that management must face in every decision it makes.” ” 

Your committee recognizes the position of the professional accountant which 
is also held by the Treasury that depreciation constitutes a charge which must 
be so calculated as to recover the actual investment in the asset over the period 
of its useful life. It also recognizes that most taxpayers would probably not 
wish to consider replacement costs as a basis for depreciation in a period of 
falling price levels. On the other hand, we are going through a period of severe 
difficulties for small concerns due to the necessity for financing a repricing of 
their assets as a result of the fact that prices have more than doubled since the 
prewar period and this doubling must be taken into the asset structure pro- 
gressively as old assets are retired and new ones obtained. Since small con- 
cerns are usually marginal in their position and small in their capital require- 
ments, it is difficult for them to meet this problem with outside financing. We 
do not wish to recommend a reproduction cost basis for calculating depreciation, 
but we do believe that management should have a greater latitude for judgment 
and should tie depreciation charges to its own policies as they relate to ma- 
chinery replacement and the recognition of obsolescence. 

Many businessmen complain about arguments with the Bureau of Internal 
Revenue as they relate to the length of life of an asset and an unwillingness to 
recognize obsolescence factors prior to actual replacement. We recognize that 
there can be honest differences of opnion on the question of length of life of an 
asset and we recognize that probably most of the figures in the Treasury’s 
length-of-life tables are reasonably sound insofar as physical life is concerned. 
However, we are going through a period of substantial and rapid change, and 
we should do everything possible to encourage small concerns to maintain their 
equipment on as modern a basis as possible. The Government has little to lose 
in the long run in terms of tax revenue and much to gain from any policy which 
encourages modernization and increased productivity per man. From the point 
of view of defense, productivity is vital. 

Your committee is pleased to note that the new Commissioner of Internal 
Revenue, T. Coleman Andrews, is taking the first steps toward less restrictive 
and burdensome depreciation policies and rulings. On May 12, 1958, the first of 
these revisions went into effect and was aimed at “reducing controversies 
between taxpayers and the Bureau of Internal Revenue” in cases where the 
amount of difference is relatively negligible. The full policy statement reads 
as follows: 

“The internal revenue laws allow as a deduction in computing net income a 
reasonable allowance for depreciation of property used in trade or business or of 
property held for the production of income. The purpose of the deduction is to 
permit taxpayers to recover through annual deductions the cost (or other basis 
permitted by law) of the property over the useful life of the property. The 
determination of the amount of the deduction is largely a matter about which 
there may be reasonable differences of informed judgment, but the impact on the 
revenues resulting from these differences may be negligible one way or the other 
over the years involved. 

“Accordingly effective May 12, 1953, and as respects all open years for which 
agreement as to the tax liability has not been reached at any level within the 
internal revenue service as of that date, it shall be the policy of the service 
generally not to disturb depreciation deductions, and revenue employees shall 
propose adjustments in the depreciation deduction only where there is a clear 
and convincing basis for a change. This policy shall be applied to give effect to 
its principal purpose of reducing controversies with respect to depreciation.” ™ 

The Small Defense Plants Administration recently submitted to Congress a 
staff report on the taxation of small business which included sections on depre- 
ciation allowances. The SDPA staff study found that: 

“During World War II and again currently, the special amortization programs 
recognized that certain productive assets will have a life of economic usefulness 
far shorter than their physical life. 

“Tt is scarcely necessary to cite authorities for the view that some improvement 
of the depreciation system should be an early objective for all business, but 
particularly for small business. Small business is hurt most by the present rigid 


2 Tax hearings, op. cit., pt. I, pp. 388-389. 
% Bureau of Internal Revenue, release [R—052, May 12, 1953. 
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policies, and can least afford to engage in controversies with the Treasury. Many 
proposals have been advanced, some general and some specific. Some have 
urged the allowance of so-called accelerated depreciation, which contemplates a 
shift of deductions into the early years of asset life. Others have merely urged 
that taxpayers be treated more liberally, be given more leeway. 

“There can be no doubt that any liberalization of depreciation policy would help 
small business. All too often, small business is in a daily struggle to stay alive, 
to find the money necessary to keep up with competition. The more small 
business can finance its own expansion through earnings, the better for small 
business and for the economy. A depreciation system which would permit a 
greater financing out of current earnings, or earnings anticipated in the near term 
rather than the long term, seems eminently desirable.” “* 

As a result of these findings, the SDPA report recommended: 

“Kor the purposes of depreciation, treat as small business any corporation with 
assets at the beginning of the year of not over $1 million. Divide the deprecia- 
tion base of any small business into two equal parts. Allow the taxpayer to 
determine at its own unlimited discretion (except that the option as exercised in 
any one return must be irrevocable) the timing of the deduction of one such part. 
Apply the otherwise applicable Treasury rules to the other such part. It is sub- 
mitted that such a system would go a long way toward giving small business the 
flexibility which may well be a lifeline to many. It would stimulate the substitu- 
tion of more competitive tools. It would preserve whatever there is of value in 
the present Treasury controls; perhaps the greatest value will lie in the compara- 
tive statistical data which a few years of operation under such a plan would pro- 
vide, possibly these data would justify expansion of system to all taxpayers, even 
on a 100-percent optional basis. It presents no particularly difficult administra- 
tive problems. Finally, it cannot hurt the revenues seriously, either over the 
short term or the long.” ” 

On April 2, 1952, the Subcommittee on Mobilizaton and Procurement of the 
Senate Small Business Committee held one in a series of hearings on the 
machine-tool industry and shortages of machine too!s and heard the executive 
vice president of one of the larger machine-tool builders make an urgent appeal 
for revisions in the depreciation policies of the Treasury Department in the 
following words: 

“Capital spent for new machine tools and similar productive equipment is 
essentially risk capital. It is a basic principle of the employment of risk capital 
that it should not be extended beyond a period of the reasonably foreseeable 
future. An excellent example is the legal provision that a bank is prohibited 
from making commercial loans over a period longer than 5 years. Capital spent 
for machine tools is recovered out of the work produced on those machine tools. 
What will be the volume of this work? What will be its nature? Is any manu- 
facturer warranted in assuming that the volume of the work and the nature of 
the work will be such, over a period of 20 whole years, as to justify the purchase 
of that new machine’? 

“To reverse the enforced trend toward obsolescence, and free manufacturers 
from the shackles of this depreciation policy so that they can follow their natural 
instinct for competitive modernization, it is imperative that the Congress of 
the United States revise our tax laws dealing with the recovery of capital 
invested in productive equipment. 

“IT propose, gentlemen, an amendment to the Internal Revenue Code which 
would provide that after a certain date to be fixed by the Congress, rate of 
tax-free recovery of such capital should be optional with the individual manu- 
facturer. If he buys a new machine tool, he can write it off in 2 years, 5 years, 
10 years, or 20, as he chooses. 

“He can make this decision in the light of the circumstances in his own par- 
ticular company, viewed from the standpoint of the risk in the reasonably fore- 
seeable future. He alone can estimate in his best judgment what that risk is, 
and how rapid, in his opinion, should be his rate of capital recovery. 

“Now, do not think that I am recommending some untried or revolutionary 
scheme. This proposal has repeatedly been made by tax authorities to the 
Congress. I am suggesting that we in this country apply a principle which has 
been applied, and still applies, in countries with industrial economies comparable 
wour, * * * 

* * * . * + ® 


' 4 Taxation of Small Business, staff study, Small Defense Plants Administration, Dec. 12, 
952. p. 32. 


15 Ibid., pp. 33-34. 
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“* * * Tf private industry is permitted to recover within the period of reason- 
ably foreseeable risk, whatever that period may be, it will, of its own initiative, 
modernize its plants to such an extent that our country will be strong and ready 
for any emergency. If, on the other hand, regulation TD-4422 remains in effect, 
we may expect to see merely a repetition of the sorry spectacle we have wit- 
nessed in past years—the spectacle of the industrial plants of this country 
running downhill in time of peace, followed by hectic efforts upon the part of 
Government to remedy the situation overnight upon threat of war. 

“The Treasury Department has in the past shown concern at the idea of 
optional rate of tax-free recovery of capital invested in machine tools and 
similar productive equipment, because of the immediate loss in revenue involved. 
It has been faced with raising large amounts of revenue to fit mounting budgets 
of expenditures. It is true that in the beginning there would be a loss of revenue 
to the Government; but bear in mind that over the years there could be no net 
loss, because all that a company can recover, in any event, is the actual cost of 
the equipment. The billions of dollars of facilities written off in World War II 
are today producing large amounts of added revenue for the Treasury because 
there are no charges against this revenue: for depreciation or amortization. 

“Once the equipment is written off, then money which under the present sys- 
tem is deductible as depreciation allowances would instead go into taxable net 
profits. As modernization accelerated, the amount of taxable net profit should 
increase, because new and better equipment would add to the overall produc- 
tivity of the United States, and real wealth is based upon productivity. The 
surest way to create taxable income is to improve productivity—and the most 
direct road to this result is the adoption of the principle of optional writeoff. 

* * * * * * * 

“T urge you, therefore, to reverse the creeping obsolescence which threatens our 
productivity, to encourage modernization, to implement our defense program, to 
keep ownership of the tools of productivity within private industry rather than 


in Government, to maintain the machine-tool industry at the level required for 


national protection, and, above all else, to enable small businesses, the country 
over, to proceed with confidence in getting the new equipment which they need 
outlaw regulation TD—4422, and supplant it with a tax provision which permits 
an optional rate of recovery of capital invested in productive equipment.” ™ 

As a result of that testimony and other similar statements from small-business 
men who desired hew machinery and equipment as well as from the machine 
tool builders, themselves, the Subcommittee on Mobilization and Procurement 
made the following recommendation which was endorsed by your committee in 
its report on machine tool shortages: 

“* * * The committee also recommends consideration of the suggestion for an 
amendment to the Internal Revenue Code and changes in the regulations gov- 
erning tax amortization of capital equipment. Sponsors contend that such 
provision would encourage the replacement of obsolete and inefficient capital 
goods, accelerating the modernization of American industry. It would also 
insure a live market for the products of the machine-tool industry, thus con 
tributing to the health and vigor which is essential to that industry if it is to be 
ready to roll in time of emergency.” ” 

The great rush by all segments of industry to apply for certificates of necessity 
under the Defense Production Act of 1950 granting successful applicants the 
right of accelerated amortization demonstrates that industry in general will 
expand and modernize its operations if this incentive is given. Nor does your 
committee feel that this program is in any sense a “one-way street,” since those 
companies who charge off all their depreciation allowances at this time will be 
forced to pay higher taxes in the future. As concrete examples can be taken 
the companies which were allowed rapid amortization during World War II 
who are now paying higher taxes than would otherwise be the case, since all 
their depreciation credits have been exhausted. Furthermore, with their more 
efficient operations, their net income tends to be higher, with the Treasury 
reaping large dividends on its initial investment. It is also worth noting 
here that small businesses have been largely unsuccessful in obtaining certifi- 
cates of necessity, since the nature of their operations and the first-come, 
first-served policy of the Defense Production Administration during 1950-51 left 
the smaller producers in the rear of the line of applicants. In many cases, then, 
the privilege of more flexible depreciation policies will be doing little more 


16 Senate Small Business Committee, machine-tool hearings, pp. 524—547. 
17S. Rept. 1988, 82d Cong., 2d sess., p. 43. 
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than redressing the balance between large and small elements within each 
industry. 

On the matter of depreciation allowances, your committee recommends that 
the Treasury Department bring up to date its 1949 staff study and prepare 
for Congress its proposals for revising Bureau of Internal Revenue policies on 
depreciation. Simultaneously, the staff of the Joint Congressional Committee 
on Internal Revenue Taxation might determine what legislation would be 
necessary to bring these policies into line with the needs of our economy in 1953. 

Your committee feels that present policies are unduly restrictive and should 
be made flexible enough to meet the special requirements of small business. 
In this field, as in others, however, it will not only be small business which will 
benefit from such changes, but the larger corporations as well. Some industries 
obviously will not wish to adopt more rapid amortization procedures (e. g., public 
utilities), but if the option is available, your committee is convinced that it will 
materially assist a large portion of small business, particularly during the first 
few years of operation when each dollar of capital which can be plowed back 
jnto the firm is often crucial. 


SECTION IV. TAXATION OF CORPORATE SURPUS ACCUMULATIONS (SEc. 102 


More than half of the witnesses appearing before the Taxation Subcommittee 
in its hearings throughout the country spoke of the need for a clarification 
of section 102 of the Internal Revenue Code which deals with the taxation of 
unreasonable accumulations of corporate profits. This is the clearest possible 
evidence that section 102 continues to be an ever-present bogey to many small- 
business men. Your committee recognizes full well that some such penalty 
clause must be present in the Code to prevent closely held corporations from 
accumulating large corporate surpluses as a device for dodging personal income 
taxes. Your committee also feels that the Treasury Department has apparently 
been quite careful in levying taxes under this section. 

On the other hand, there appears to the small-business community to be no 
clear set of criteria which are utilized by the tax collectors and which can be 
used by the corporation in determining its own policy on surpluses. Since the 
passage of the Revenue Act of 1938, the burden of proof has rested on the 
taxpayer to convince the collector that his retention of earnings is “reasonable.” 
Therefore, the owners of small businesses are understandably afraid that the 
penalty will be assessed against them unless they distribute at least 70 percent 
of their earnings in dividends. 

lew small businesses are able to employ accountants or tax lawyers who have 
had any broad experience in dealing with section 102 matters. Such advisers 
are likely to be overly cautious in counseling the corporation in this field 
and may sometimes lead their clients to make decisions on the basis of a fear 
of section 102 rather than on more rational and practical business considerations. 

A certified public accountant who serves as a tax adviser for several small 
corporations in the Middle West gave the following testimony before the com- 
mittee in Chicago: 

“(a) Because of the ever-existing threat of section 102, small corporations are 
oftentimes compelled to distribute more in dividends than they think wise. 
This should be rectified by causing the Government to sustain the burden of 
proof insofar as establishing that earnings were retained beyond the reasonable 
needs of the business. 

“Such is not the condition at present. They have a general yardstick of 70 
percent which can be used upward or downward, and the small-business man 
does not have the burden of proof on the Government, but more on himself. 

“(b) Because of the inability of revenue agents to grasp the needs of the 
business or to visualize the future needs as determined by the officers and 
directors, small corporations should be permitted to set aside a fund out of 
current earnings to take care of these future needs. The expenditure of the 
funds out of this reserve within a reasonable period, say 5 years, should be 
prima facie evidence of the taxpayer’s need to accumulate its earnings. 

“Another suggestion is that a minimum amount of retained earnings be 
allowed a company before any 102 problem can be considered to exist, such as 
$25,000 plus all other credits against this tax. 

“T know many larger companies would argue that $25,000 is not enough, but 
this will take in the bulk of the small-business men and take them out of the prob- 
lem of 102. 
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“(c) Some provision should also be made to allow the taxpayer to offset any 
proposed deficiency under 102 by a dividend paid within a fixed period, after 
notice of the deficiency. 

“(d) Further, any dividend paid within the first 90 days after the close of the 
taxable year should be allowed as a credit against 102. This would be particu- 
larly helpful to small businesses that often do not draw up complete financial 
statements until the year end, as a consequence don’t know what that situation 
is, or whether they have a 102 problem.” * 

On several occasions during the hearings, members of your committee or its 
staff members took occasion to comment on the Treasury’s policies on section 
102 and to inform the witness that less than 1 in 1,000 corporate tax returns 
are questioned on unreasonable accumulations of corporate surpluses. Some 
of the replies from small-business men seemed to indicate that the policies of 
the field offices of the Bureau of Internal Revenue differ from central-oftice policy. 
An Alabama accountant made the following statement : 

“About the only thing I would like to do, Senator, is to state that I was a little 
concerned when the committee seemed to brush off section 102 a little lightly. 

“Someone said here today that there was one in every thousand taxpayers, and 
although I have a very small practice, I must be getting more than my share, 
because we just disposed of one and we had to take it on appeal to get it set aside. 

“The effect of section 102, I think, is more psychological than anything else, but 
the conscientious accountant feels bound to tell his client the danger in connection 
with section 102. The cases handled locally have not shown too much discretion 
in determining whether they have an unreasonable surplus. Too much attention 
has been paid to too-large inventories. But the only thing I want to suggest is 
this: 

“TI believe there should be some minimum relief, and I have in mind a very 
simple handling of it, but I think on section 102 net income, if it were given a 
specific exemption, as for instance, $25,000 on the excess profits, even that figure 
would allay a lot of fears on the part of the small operators. The last three cases 
with which I have been acquainted dealt with section 102 in amounts involving 
less than an income of $25,000. It is not the real big operators, but it is usually 
the small fellow who can get hurt badly.” ” 

Your committee finds much merit in the recommendation of the Machinery 
and Allied Products Institute in its 1952 recommendations entitled ‘How To 
Improve Federal Tax Policy.” 


“Mopiry TREATMENT OF CORPORATE SURPLUS ACCUMULATION 


“The Machinery Institute has no quarrel with the broad purposes of section 102 
of the Internal Revenue Code. So long as the marginal tax rates on large per- 
sonal incomes are higher than the rate applicable to corporations, there exists the 
possibility of the avoidance of personal taxes through an unreasonable and im- 
proper accumulation of corporate surplus. Granted that actual cases are rare, 
it is fitting nevertheless that the Treasury be empowered to deal with them. 

“However, the necessity of providing a remedy for the rare case does not justify 
existing provisions of section 102, particularly the provision which places the 
burden upon the corporation of justifying the alleged improper accumulation. 
This burden of proof should be shifted back to the Commissioner, where it re- 
posed prior to 1988. Since the corporation is in a better position than the 
Treasury Department to judge the needs of its business, it is entitled to the 
presumption that such a judgment has been honestly made. 

* * x * * * * 

“The effects of section 102, however, go considerably beyond the cases litigated. 
Because of the uncertainties of section 102, many companies are fearful of ac- 
cumulating surpluses and frequently adopt policies which threaten their ability 
to grow. The accumulation of surpluses in a dynamic business cannot be meticu- 
lously related in advance to specific future requirements. The plain fact of the 
matter is that it is sound business policy to accumulate corporate surpluses and 
wise national policy to encourage such accumulations, particularly by the smaller 
concerns that are especially vulnerable to section 102 litigation. Corporate sur- 
pluses represent the source of financing most business growth and provide a cush- 
ion permitting expansion plans to be completed and employment to be maintained 
even in times of economic stress. 


18 Tax hearings, op. cit., pt. I, pp. 397-398. 
19 Jbid., p. 361. 
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“It should be noted that the staff of the Joint Committee on Internal Revenue 
recommended in 1948 that the burden of proof should be on the Commissioner 
with respect to the inadequacy of any explanations and statements of reasonable 
need made by the taxpayer. This recommendation was approved by the House 
Ways and Means Committee, but never put into law. 

“We further recommend elimination of the portion of this section which levies 
the penalty tax on all undistributed income of the taxable year or years con- 
cerned, regardless of the portion thereof held to be unreasonably accumulated. 
Such a penalty is inappropriate and unnecessarily extreme. Obviously, the 
penalty should apply only to the portion of the accumulation which is demon- 
strated to be unreasonable. 

“A major difficulty with section 102 is its vagueness and uncertainty in appli- 
eation. There are and can be no simple and clearcut criteria of ‘accumulation 
of surplus beyond the reasonable needs of the business’; much less is there any 
simple way to prove that such accumulation is motivated by ‘a purpose to avoid 
surtax.’ Corporations have no reliable way of judging their status in advance.” ” 

A rather comprehensive study of the operations of section 102 was undertaken 
by Prof. James K. Hall for the Joint Committee on the Economic Report and 
was published as a joint committee print on May 2, 1952. Dr. Hall’s report 
includes much helpful information on the 1,361 deficiency assessments levied 
during the 10-year period from 1940 to 1950 (out of a total of 786,415 total 
income assessments). Nonetheless, your committee’s experiences contradict Dr. 
Hall’s statement that “‘taxpayer tension subsided [following 1939] when it was 
observed that deficiency assessments were not of a wholesale character, even 
though an increase in the number of assessments did occur.” ™ 

Therefore, your committee recommends that the Treasury Department com- 
pile and publish a set of criteria which businessmen can use in determining 
whether they are running a risk of penalties under section 102 of the Internal 
Revenue Code. The rule-of-thumb 70-percent distribution figure seems too broad 
to qualify as a statement of Bureau of Internal Revenue policy. Furthermore, 
your committee recommends that the burden of proof of “reasonableness” should 
rest with the Bureau of Internal Revenue. 


SECTION V. SuRTAX RATES ON CORPORATE INCOMES 


At the present time, the normal tax on all corporate profits is 30 percent; this 
figure is scheduled to drop to 25 percent on April 1, 1954, unless Congress revises 
present tax laws. For all corporations having a net income of over $25,000, a 
surtax of 22 percent is levied on all earnings above the $25,000 figure. 

Your committee found that all witnesses appearing before it were cognizant 
of the Nation’s need for revenues and realized that the normal tax and surtax on 
corporate profits produced a major portion of the money raised by the Federal 
Government. Generally, there seemed to be general agreement that firms enjoy- 
ing profitable years during a period of stress and high governmental expenditures 
should be required to make a full contribution to the Treasury. Furthermore, 
many witnesses volunteered that their own businesses could survive and remain 
efficient even with a tax burden of 50 percent of all their earnings. Until April 
1, 1954, the combined normal and surtax rates will total 52 percent; after that 
date, the total tax will automatically fall to 47 percent, unless new legislation 
is passed. 

On the other hand, many small businesses, particularly when they are com- 
peting with large corporations, find that the surtax exemption of $25,000 is far 
too little to allow them to plow their earnings back into the company at a rate 
which will make them effective competitors in their industry. For that reason, 
widespread support developed for an increase in that exemption from the present 
$25,000 to $100,000. An alternative proposal was also strongly advocated which 
would grant tax credits for anywhere from $25,000 to $100,000 which are taken 
from earnings and reinvested in the company. Of course, any such increase in 
the surtax exemption must be combined with protective devices which will 
preclude the proliferation of a horde of smaller corporations formed to take 
advantage of this feature. 

Your committee feels that a revision in surtax exemption should be given high 
priority by the tax-writing committees of the Senate and the House of Repre- 


2” How To Improve Federal Tax Policy, Machinery and Allied Products Institute, 1952, 
pp. 20-22. 

2. Taxation of Corporate Surplus Accumulations, joint committee print, Joint Committee 
on the Economie Report, May 2, 1952, p. 134. 
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sentatives as soon as revenue considerations permit. In 1953, $25,000 does not 
extend very far in expanding a plant, in increasing inventory, in replacing 
obsolete equipment, or in buying a new machine. It is a generally accepted 
truism that “no small business can remain static—it must either expand or die.” 
A young and small business must be successful enough to expand and compete 
effectively with its larger rivals or be resigned to an insignificant role in its 
industry. 

An investment by the Federal Government in these new or small businesses 
through increasing the surtax exemption would be repaid many times in coming 
years through increased earnings, lower costs, and a stronger economy. 


Secrion VI. Estate TAXES 


Your committee is deeply concerned with those forces which lessen competition 
and compromise the free-enterprise nature of our economy. Testimony which 
was given to the Taxation Subcommittee lent credence to reports that estate 
taxes often lead to the disappearance of small- or medium-size independent 
businesses or their merger with the dominant segment of an industry. At the 
present time, the 15-month period which is granted executors of an estate to 
pay taxes can be extended to as long as 5 years at the discretion of the Com- 
missioner of Internal Revenue. Your committee recommends that the Commis- 
sioner be as lenient as possible in granting these extensions when control over 
a closely held small business is at stake. In these years of high taxes on indi- 
vidual incomes, as well as on business earnings, it is all but impossible for the 
major owner of a closely held corporation to diversify his holdings sufficiently 
to give the estate sufficient liquidity to meet death levies. For the same reasons, 
his heirs are often unable to meet the estate-tax payments without surrendering 
control of the company. Furthermore, since there is little market demand for 
the securities of a small, closely held corporation, the sole remaining source of 
funds for meeting estate taxes is represented by other companies in the same 
industry who are able to utilize the equipment, inventory, and good will of the 
concern. 

One witness who appeared before the subcommittee in Newark, N. J., told of 
his firm’s start in 1919 when two men left the biggest company in the roller- 
bearing industry and set up their own shop. Their efforts succeeded and in 1952, 
their company was owned by six sons of one of the founders and had a net worth 
of approximately $1 million. This businessman said: 

“If 1 of the 5 or 6 stockholders should die, we are not liquid enough to take up 
his shares. We do not have enough cash in the bank to pay income taxes for 
last year, much less hope to buy out the estate of a decedent. The widow and 
children of the decedent will need some money to live on, and the only source 
of income is money that is wrapped up in the company and the only way to get 
it is to sell. 

“Since little companies are generally individually owned, death inevitably 
forces a substantial cash inheritance-tax demand on any small-company owner's 
estate. Then the small organization that had managed to survive competition 
and income taxes must raise the cash to meet his tax or be liquidated by sale or 
merger, which is happening at an alarming rate. 

“The effect then, of the present system of taxation is to accentuate the trend 
toward concentration of economic power in the hands of a few, while the Depart- 
ment of Justice spends great effort prosecuting the monopolies that are forced 
into existence by our tax system.” * 

Your committee’s second recommendation in the field of estate taxes is that a 
full-scale study be made of the influence of death taxes in forcing the sale or 
merger of independent, small businesses to larger corporations. To the extent 
that such a study will involve the determination of human motivations, it will call 
for many subjective decisions. Nonetheless, a survey should be made for the 
guidance of Congress. 


Secrion VII. Frnprnas AND RECOMMENDATIONS 
As a result of its hearings and studies in the field of the impact of Federal 
taxation on small business, your committee presents the following findings and 


recommendations to the Senate and to its tax-writing group, the Senate Finance 
Committee : 


22 Tax hearings, op. cit., pt. I, pp. 97-98. 
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1. All of the testimony taken by the Senate Small Business Committee and all 
of the surveys it has undertaken show that the excess-profits tax is an inequitable, 
unjust levy, difficult of administration. This evidence underlined the desirability 
of calling upon the House Ways and Means Committee, the Senate Finance Com- 
mittee, and the Treasury Department to propose alternate methods for replacing 
revenue lost by the termination of the excess-profits tax to the extent that they 
regard such revenue as absoluely essential. Asa minimum alternative, an excess- 
profits-tax exemption for corporations earning under $100,000 seems indicated to 
your committee. Such an exemption would result in a relatively minor loss of 
revenue (it is estimated that firms earning under $100,000 pay less than 8 percent 
of the dollars raised by the excess-profits tax) and would bring the present 
$25,000 minimum figure to a more realistic level so far as small businesses are 
concerned. 

Since the conclusion of your committee’s investigation, however, President 
Eisenhower has sent a tax message to Congress in which he asked a 6-month ex- 
tension of the excess-profits tax in the following words: 

“Though the name suggests that only excessive profits are taxed, the tax actu- 
ally penalizes thrift and efficiency and hampers business expansion. Its impact 
is especially hard on successful small businesses which must depend on retained 
earnings for growth. These disadvantages of the tax are now widely recognized. 
I would not advocate its extension for more than a matter of months. However, 
under existing circumstances the extension of the present law is preferable to the 
increased deficit caused by its immediate expiration or to any short-term sub- 
stitute tax.” 

2. More reasonable policies on depreciation allowances should be the goal of 
congressional and Treasury Department action within the next year. Your com- 
mittee feels that present Treasury regulations covering amortization of plant and 
equipment are unduly restrictive and adversely affect the new and growing com- 
pany. Your committee recognizes that revenue losses might result from a reform 
of the depreciation schedule which would rule against its immediate adoption, 
but all the evidence at hand indicates that any such loss would be temporary and 
would be more than counterbalanced over a period of a few years. The Joint 
Committee on Internal Revenue Taxation and the Treasury Department should 
wr ae ike comprehensive studies in this field at the earliest possible opportunity. 

. The business community should be given a set of easily understandable cri- 
teria which would be followed in enforcing section 102 of the Internal Revenue 
Code, which deals with unreasonable accumulation of corporate profits. Your 
committee also recommends repeal of the provision of the 1938 Revenue Act 
which shifted the burden of proof of “reasonableness” to the taxpayer. 

4. At the earliest possible date, the exemption from the surtax rate on corpo- 
rate income should be lifted from the present $25,000 to $50,000 or $100,000. 
Your committee feels that the higher limit would allow a successful growing 
business in the small- or medium-size bracket to become an effective competitor 
to his larger rivals. An alternative proposal which has been suggested to the 
committee would be a method whereby tax credits might be given to firms for 
the first $25,000 or $50,000 which is reinvested in capital equipment. 

5. The impact of death levies on many privately held small businesses all too 
often results in forced sales to competing firms in the same industry. Further- 
more, the threat of inheritance and estate taxes provides a strong inducement 
for the principal owners of any such corporation to “hedge” against the possi- 
bility of death through such sellouts. At the present time, your committee is 
not in a position to recommend specific reductions in these rates, but it does 
appear that further studies would indicate methods of administering and col- 
lecting estate taxes which would lessen this danger point. 


Senator Morsr. The committee is highly honored this morning to 
have two of the most distinguished Members of the Senate as our 
guest associates at this hearing, Senator Paul Douglas, of Illinois, 
and Senator Everett Dirksen, of Illinois, and I mean no flattery when 
[ say that the Senate of the United States relies very heavily upon 
the economic knowledge of Senator Douglas, of Illinois, about whom 
[I have said on the floor of the Senate and in many places in this 
Nation is not only, in my opinion, the most outst: nding economist in 
Congress but one of the most outst: anding economists in the Nation; 
and Mr. Dirksen, let me say that I have always found him a friend 
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of the small-business problems of this country. He has cooperated 
with this committee on many occasions as we ‘have made recommen- 
dations to the Senate for legislation. 

Our first witness this morning will be Senator Douglas, and he may 
proceed in his own way and present whatever point of view he wishes 
to present to this committee. 

May I say to Senator Douglas that we now notify him that we 
shall draw upon him heavily ‘after we are back in W ashington fol- 
lowing the convening of Congress for further rec ‘ommendations and 
suggestions with regard to the legislation we propose. 

Senator Douglas. 


STATEMENT OF HON. PAUL H. DOUGLAS, UNITED STATES SENATOR 
FROM ILLINOIS 


Senator Dovetas. I want to welcome, both on behalf of myself and 
by colleague, Senator Dirksen, the members of the Senate Select 
Committee on Small Business to Chicago. 

We appreciate the opportunity you are giving to Illinois interests 
to present evidence and recommendations on the impact of Federal 
taxation on small business. 

Senator Morsr. I understand the accoustics are not the best in this 
room, and if those in the back of the courtroom would like to move 
forward, there seems to be plenty of room. 

Senator Doveras. I wonder if it wouldn’t be better if I went down 
and sat in that chair, and appeared as an ordinary witness. 

Senator Morse. Yes; with the understanding that you come back 
up here as our guest when you get through. 

Senator Doveias. We are heartened by your evident concern for 
the survival and expansion of small business, despite the discourage- 
ments and setbacks of nearly 70 years of effort to halt the dangerous 
trend to undue concentration of economic power in this country. 
For we know that the success of your efforts in behalf of small, inde- 
pendent business is vital to the maintenance of a free, competitive eco- 
nomic system. 

And in a final introductory word, I want to acknowledge with 
gratitude the very competent ‘and wholehearted assistance given by 
members of your committee’s professional staff to Ilinois business- 
men who have come to Washington in search of responsible counsel 
and guidance. 

They have frequently been the only friends that we could find in 
Washington for small bus siness, and the way they have kept in contact 
with the Government agencies without ever straining the law and 
have nevertheless used persistence in helping small business in a way 
that the professional lobbyists of big business are able to do for a fee 
has been beyond praise, and I want to commend the staff most highly 
for their services. 

Senator Morse. Senator Douglas, if you will permit me to interrupt 
at that point, I want to make a brief comment on the point you are 
making. 

The committee is being ably served at these hearings across the 
country by two members of the professional staff, Mr. John J. Flynn 
and Mr. William J. Erickson, and I want to say to those who have 
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business with the committee that you will expedite the work of the 
committee very much if you will first communicate with either Mr. 
Flynn or Mr. Erickson in regard to any problem that you want to 
raise with the committee because the members of the committee have 
given to Mr. Flynn and Mr. Erickson the full authority to make all 
arrangements in connection with these hearings. I want to say, as 
Senator Douglas has pointed out, the committee is fortunate to have 
the caliber of the professional staff which we have. 

I have never, and I am sure my distinguished colleague from 
Minnesota will agree with me, I have never seen the slightest evidence 
on the part of any member of our small-business staff at any time of 
any partisanship. They recognize that their job is a professional job, 
and they are obligated to members of this committee, Republicans and 
Democrats alike, to supply us with the facts as they find them. 

I want to personally thank Mr. Flynn and Mr. Erickson and I 
know that I speak for Senator Thye. I want to thank them for the 
very able work they have done in making the preparations for these 
hearings. 

Senator Tuyr. Mr. Chairman, if Senator Douglas will permit me, 
as the senior Republican and one who has served as chairman of the 
committee in the 83d Congress, at that particular time we had en- 
deavored, by holding committee hearings, to develop the facts relative 
to the problems of the small-business man. I wanted to emphasize 
what the able chairman just stated relative to the nonpartisan attitude 
of the committee’s staff. Over the years we have never made any great 
change or disturbance in the committee staff regardless of whether 
one political party or the other was in power. Therefore, we have 
gone forward to serve the small-business man of the Nation in a very 
eflicient manner because of the competence of the staff by their very 
experience through seniority. 

Senator Morse. Senator Douglas. 

Senator Dovaetas. First, may I take up the problems and diffi- 
culties of small business. 

During political campaigns and in ceremonial speeches, small busi- 
ness is almost as universally approved as true religion and mother- 
hood. When it comes to meaningful or effective action in its behalf, 
however, it is another story. I sometimes think that for all the real 
protection some of its avowed friends give it, small business is like a 
waif wandering defenseless in a rather tough jungle. 

In your study of its tax situation, I hope the committee will care- 
fully review the general position of small business in the economy and 
the whole complex of difficulties and problems that confront it. 

Nearly everyone agrees that small enterprises are an essential part 
of our economy, but that they are in difficulties. Big business is 
getting bigger. Smaller enterprises are more precarious. 

I have been in various parts of Illinois in the last 6 weeks, and it is 
clear here as in other parts of the country that many businesses are 
being hurt, and that the little fellow is being hurt the most. 

I may say in this connection, that one of the developments all over 
the country is the growth of new suburbs, satellite communities, and 
Chicago is spawning these satellite communities outside the city limits 
at a very rapid rate. 
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In most of these satellite suburbs, there are shopping centers, and 
in those shopping centers, characteristically the stores are large, and 
are being run either by national chain units, or by stores which started 
in the central part of Chicago. 

The small grocer, the small druggist, the small clothing merchant 
seldom finds a place in the shopping centers so that the suburban trade, 
to an increasing degree, to a much greater degree than formerly, is 
being taken over by the big national retail establishments, and this is 
a new development which you see only as you travel to a great many 
of these suburbs. 

Dun & Bradstreet’s recently released record of business failures 
shows a steady climb. In 1952, 7,600 businesses failed. The 1955 
figure was 11,000. In 1956, it was 12,700, and for the first half of 
1957, the total was 7,089—or at an annual rate of 14,175. In other 
words, in the last 5 years, the number of business failures has almost 
doubled. 

For Chicago, the figures were 262 in 1955, 271 in 1956, and 155 
in the first half of 1957 —or at an annual rate of 310. Our Illinois 
rate of failures reveals a similar upward movement—378 in 1952, 428 
in 1955, 457 in 1956, and 292 in the first half of 1957, or an annual 
rate of 584. Most of these failures are of small businesses. In 1956, 
16 percent were for less than $5,000; 64 percent were for less than 
$25,000; and 91 percent for less than $100,000. 

The various other measures of the position of small business in our 
economy also show that it is increasingly losing out to large enterprises. 

Your last annual report showed that the small manufacturers’ 
share of total manufacturing sales dropped from about 19 percent 
in 1947 to 12.3 percent in the first half of 1956 (p. 4). 

Profit rates of big manufacturing enterprises are much higher than 
those for smaller businesses. The Federal Trade Commission-Se- 
curities Exchange Commission reports for the 514 years, 1951-56, 
show that concerns with assets over $100 million averaged 12.8 per- 
cent profit on investment (after taxes)—and we will call those con- 
cerns hereafter big concerns—while the corporations with assets of 
less than one quarter million dollars averaged only 6.9 percent, or 
about half as much. This was the figure for 514 years as a whole. 

And the differential between these profit rates is growing. The 
differential in 1952 was only 2.5 percent, but in 1955, only 3 years 
later, the large corporations were making 14.6 percent after taxes, 
and the small corporations were making only 5.5 percent. By small 
corporations, we mean those with assets of less than $250,000. In 
other words, the profit rate of the large concerns went up, and the 
profit rate of the small concerns went down. The differential, there- 
fore, widened from 2.5 percent in 1952, to 9.1 percent in 1955. 

Since retained earnings are such an important source of capital, 
this last figure is critical. It shows, in short, that the profit rates for 
the big corporations have been going up. The profit ratees for little 
manufacturers have, however, been going down. Small corpora- 
tions have less pr ofit out of which they can expand. Therefore, when 
the question is raised as to who has enjoyed the recent prosperity, 
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the answer has been clear: it has not been small business; it has been 
big business. 

The average net working capital of the small concerns as a per- 
centage of sales is only about one-half of that of the big manu- 
facturers, namely, it is 48.8 percent for companies with under one 
quarter million dollars of assets; 97.4 percent for companies with over 
$100 million of assets. This is taken from the FTC-SEC reports, 
and the House report of the Committee on Small Business. The con- 
sequence of this is small business must borrow for a large part of its 
working capital. It does not have the reserves to help finance its 
purchase of materials and its payment of labor. 

The share of the ownership of the total assets of manufacturing 
concerns by the big companies is likewise growing. It was 47.2 per- 
cent in 1951; 5 years later it had risen to 58.5 percent. 

Merger activities are also stepped up, as your last report reveals— 
617 in 1954, 846 in 1955, and 900 in 1956 (Senate report, p. 59). 

We, all of us, read the Wall Street Journal nearly every morning 
and virtually every issue of the Wall Street Journal has an account of 
one or more industrial mergers, and there seems to be no slackening 
of the rate at which mergers are going on. 

It certainly is no secret that the tax considerations, which you are 
studying, have been a major factor in a large number of these moves 
which accelerate the drift toward concentration of economic power. 

I would like to emphasize that mergers in banking also have a sig- 
nificant effect on neal business. In the course of the Senate debate on 
the Financial Institutions Act this year, I submitted data from the 
Comptroller of Currency showing that on June 30, 1956, in 36 of the 
58 central Reserve and Reserve cities the 5 largest banks had over 90 
percent of the total assets of all commercial banks, and in 45 of the 
53 cities the 5 largest banks had over 80 percent of the total assets 
(Congressional Record, March 14, 1957, p. 3317). I have asked that 
these figures be brought down to June 1957, and I shall be glad to 
supply them for the committee’s record when they are available. 

Senator Morsr. The information will be received in the record 
when you submit it. 

Senator Dovetas. Thank you. 

(The report above referred to was subsequently received and 
follows:) 

DECEMBER 2, 1957. 
Hon. Pavut H. DovuGtas, 
United States Senate, Washington, D.C. 

My DEAR SENATOR DouGLAs: In response to your request, we are enclosing, 
in duplicate, statistics relative to the banks located in central Reserve and 
reserve cities as of June 6, 1957, comparable to the data used by you for the 
table inserted on page 3317 of the March 14, 1957, Congressional Record. 

You will please note that there have been some changes in the list of cities 
designated “Reserve cities” by the Board of Governors of the Federal Reserve 
System. 

; Very truly yours, 

L. A. JENNINGS, 
Deputy Comptroller of the Currency. 
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Assets of (1) the largest commercial bank, (2) the 2 largest commercial banks, 
and (3) the 5 laryest commercial banks as percentages of the total assets of 
all commercial banks in Central Reserve and Reserve cities, June 30, 1956, and 
June 6, 1957 





Percentages as of Jume 30, 1956 | Percentages as of June 6, 1957 
































City | 
Largest | 2 largest 5 largest | Largest | 2 largest | 5 largest 
bank banks banks bank | banks banks 

ieee ek, 2£ 
I nee | 63.35 | 88.41 99.33 | 62.76 37. 61 100. 00 
4 Say eee ee | 33.92 64.12 99. 38 32.56 | 62.53 | 98. 93 
SN OE ES er 58. 71 | 70. 60 | 92. 95 58. 92 | 70. 64 92, 68 
i oe  ctemabuwun 39.19 | 63. 08 | 93. 44 | 43. 22 67.10 99.13 
EE Ee ae | 22. 48 | 38. 59 75. 80 21. 90 | 36. 95 74. 74 
I | 50.42] 73.56} 100.00 | 49.221 74.05 100. 00 
NN TO oe cs etesittm n'y wire 30. 51 47.71 | 74. 41 30. 09 47.05 | 73. 32 
SE 34. 76 | 68. 53 | 94. 90 | 32. 76 64. 48 | 92. 33 
/_ eee ee | 35. 19 58. 58 | 93.71 | 33.19 | 61. 65 94. 12 
ON oo. es kas ot ce 69. 15 84.24] 97.33] 54.86 77.12 | 96, 22 
ie ao semi nes wilnbei 25. 78 | 49. 53 | 66.61 | 26. 02 | 49. 53 65. 79 
TE SS eee Sarees | 100.00; 100.00 100.00 | 100.00 100. 00 100. 00 
Indianapolis, Ind__.______- ‘ = 41.09 69.17 | 96. 54 | 41. 96 69. 30 | 97. 86 
Des Moines, Iowa....__...--.............} 31.17 58.65 | 91.09 29.70 | 57.42 90. 28 
Cedar Rapids, Iowa...................... | 66. 04 83.33 | 100.00 | (1) | (1) ) 
Sioux City, Iowa_______- oe 25. 63 | 47.72 | 94.05 | (4) (1) (1) 
Kansas City, Kans_..___- wo wnscnwncnn| 24.15 42. 43 | 69. 37 23. 55 | 42. 26 | 68. 03 
Topeka, Kans. -- ech EAR ante Aci | 28.73 57.04 | 92.371 28.90] 57.65] 92. 41 
Wichita, Kans E ae 47.60 | 77. 86 94. 37 | 5. 61 74. 92 93. 29 
Louisville Ky- ‘ al 30.70 | 52. 50 | 88.93 | 30. 07 51. 84 88. 67 
New Orleans, La____. -| 39.93| 62.02] 100.00] 40.99) 63.62 100. 00 
Baltimore, Md-_-__-- it sol 23. 14 | 44. 55 86. 53 | 24.90 | 46. 86 88. 80 
Boston, Mass Ge ia ata S 54. 03 | 68. 35 | 90. 20 53. 66 67. 32 90. 61 
Detroit, Mich________ pee _-| 46. 23 | 65. 55 | 96. 68 45.18 | 69. 23 98. 48 
Minneapolis, Minn.-_- aie 38. 31 | 75.11 | 87.95 | 40). 49 75. 80 87. 89 
St. Paul, Minn..........- te | 55. 65 70. 58 | 83. 95 53. 54 68. 44 82. 64 
Wiper B60... ovecutcoksode 34.79| 56.45| 78.80] 33.14 54. 52 77. 36 
St. Louis, Mo Spi ee ae 27.79 | 54. 15 73. 21 27. 90 53. 29 71. 94 
Helena, Mont__....____ t 55.85 | 100.00] 100.00 | 55. 44 100. 00 100. 00 
Omaha, Nebr sebastian : eaten all 47.93 | 67. 36 | 93. 92 | 47.01 | 66. 63 92. 90 
i CO A, 3 ; 20. 99 39.85 | 65.84] 20.94 40. 32 65. 54 
SES | 3) eer wm er xk 52. 72 85.79 | 100.00 52. 60 | 85. 79 100. 00 
Charlotte, N. C_...._...- Ee as A6, 21 80.14 | 97.30 | 60. 76 | 81.61 97. 64 
Cincinnati Ohio__.__- | i Fe Sania nile 33. 77 | 62. 60 97. 50 33. 90 62. 36 97. 49 
Cleveland, Ohio...__......____- oe 46. 91 70.01 97.74 | 46. 44 69. 20 97. 49 
Columbus, Ohio 5 ee 53. 46 74. 84 97. 26 | 54.09 75. 85 97.31 
Toledo, Ohio- w oh ee 59. 12 75. 87 | 7. 61 57. 82 4.97 97. 68 
Oklahoma City, Okla__- es 48. 31 73. 34 | 88.19 47.90 | 72. 26 87. 36 
Tulsa, Okla peat wtenmecay) Sime 80.26 | 92.20 43.08 79. 12 91.35 
Portland, Oreg nde : ake 7.83 93.03 | 99. 78 48.17 93. 64 100. 00 
2, UR ee Ee EEE ‘ aA 62. 51 96. 73 100. 00 
Philadelphia, Pa ci re a: 25. 23 48. 52 | 79. 66 26. 25 49.35 | 85. 55 
Pittsburgh, Pa a __.| 60.04 78.73 | 93.19] 59.85 78. 56 93.91 
ay ee oan 5. 73 80. 30 98.97 | 46. 44 79. 55 98. 95 
Nashville, Tenn--._- sascecniiane taal 38. 58 70. 23 | 99. 62 39.06 70.19 99. 61 
ee Tek... sno i 35. 84 71.05 | 90. 75 36. 51 70.17 90.01 
El Paso, Tex. - = a ol 47.10 90.51 | 100.00 | 45. 65 88. 7 100. 00 
. A ND ee 37.39 72.80 | 88.33 | 37. 92 71. 68 87.72 
Houston, Tex ea : = a 32. 90 52. 29 | 83. 07 31. 34 | 49. 00 80.13 
San Antonio, Tex._. xed | 27.72 54.90 | 81.91 | 29.03 54.14 82. 00 
Ogden, Utah aan eee 92.58} 100.00] 77.14 94.96 | 100.00 
Salt Lake City, Utah : EE: 24. 47 48. 59 12. 64 31. 62 | 51.09 92. 08 
Richmond, Va zat aS ae 29, 60 58. 73 92. 64 | 30. 83 58. 95 94. 64 
Seattle, Wash... pas pic cel 49.14 77. 68 99. 67 | 49. 44 77. 94 99. 66 
Milwaukee, Wis_____- ; ae 48. 19 | 65. 69 83.10 | 47.13 64. 43 82. 80 

| | 








1 Terminated as a Reserve city effective Mar. 1, 1957. 

2 The Western Pennsylvania National Bank of McKeesport became a Reserve city bank Dec. 1, 1956, 
when it absorbed the Washington Trust Co., Pittsburgh, Pa., and established a branch at that location 
Therefore, for Reserve purposes the bank is classified as a Reserve city bank since it has a branch located in 
the Reserve city of Pittsburgh. 


Senator Doveras. While the rate of bank consolidations, mergers, 
and purchase and sale transactions has tapered off somewhat (216 in 
1954; 225 in 1955; and 186 in 1956), and the passage of the bank holding 
company bill may slow up that method of financial concentration, the 
degree of concentration already effected is to my mind dangerous. 

In the last 714 years, 1,087 banks with resources of nearly $22.4 
billion have disappeared in consolidations, mergers and sale trans- 
actions (House hearings on Financial Institutions Act, p. 581-615). 





j 
i 
] 
] 


—_— 





CNwnweonorwerwon i 


Bao 


Ime Ww 


0 
0 
1 


9 
6 
r 


14 
0 


19 
9 
1 


6 
5 
10 


5 
1 
5 
il 
1 
10 
2 
3 
”) 
0) 
8 


6 


0 


A 


~~ 


Oo US 


, a 


TAX PROBLEMS OF SMALL BUSINESS 697 


How concentration in financial power may speed the concentration 
in other lines of business and commerce has been clearly demonstrated 
in Britain and Western Europe. A century ago, in England, Walter 
Baggett wrote Lombard Street. He wrote of the provincial bankers 
who financed the small manufacturing concerns scattered out over 
England. 2 

Well now, the provincial banker in England has disappeared; vir- 
tually all of the financing of England is conducted by the five great 
banks, and this has been the case for the last 40 years. 

Britain woke up after the First World War to discover that her 
financial institutions were concentrated in the five great London banks, 
which, in turn, had bought up the provincial and country banks. 

Now, these national banks find it much easier to finance national 
companies, big companies, than to seek out small manufacturers, small 
tradesmen, and so forth, so that the concentration of financial power 
is an accelerating force which helps to concentrate sales and manu- 
facturing in fewer and fewer hands. This is true in Germany as well. 

Since small banks tend to be the major source of credit for small 
business (see final report, January 3, 1957, of House Select Commit- 
tee on Small Business, p. 31-34), the forces working for their gradual 
disappearance must be a grave concern to all who wish to preserve 
small business. 

The worsening position of small business which I have outlined is 
not surprising when we look even briefly at some of the major dif_i- 
culties confronting it. 

Small businesses’ access to capital and credit is obviously much 
poorer than that of large enterprises. Your committee estimates that 
for a small concern to raise $300,000 in the securities market would 
involve costs of from 20 percent to 30 percent (Senate Report, p. 8). 

Its long-term borrowing is also subject to prohibitive costs. And 
short-term borrowing has been difficult for some, impossible for many. 
Large scale businesses have nothing like these costs and other obstacles 
to their securing of capital or loans. 

The lending power of the Small Business Administration, more- 
over, seems far too limited in amount and restricted in its adminis- 
tration to meet the needs. 

Retained earnings thus become the principal means for small busi- 
ness to finance its growth and development, which I have previously 
pointed out, and which I perhaps can reiterate, namely, that in 1955 
their rate after taxes was only 514 percent, whereupon the rate for 
large corporations was 14.6 percent, or almost 3 times as much. 

The Government’s own procurement policies have been contribut- 
ing to the difficulties. The small business share of Defense Depart- 
ment dollars spent in prime contracts was 25.3 percent in fiscal 1954; 
21.5 percent in fiscal 1955, and only 19.6 percent in fiscal 1956. (Senate 
Small Business Committee report, p. 20.) The 100 largest contracting 
companies on the other hand in 1955 had 69 percent of the dollar value 
in military prime contracts ( House report, p. 94). 

Subcontracts undoubtedly raised the small business percentage sub- 
stantially. But the direction of the movement of contracting seems to 
be away from small business. And, when combined with what appears 
to me to be a shocking dependence upon negotiated purchases, 94 per- 
cent of the military contracts from January 1953 to June 1955 were 

on the basis of negotiated purchases rather than upon the basis of 
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competitive bids, it is evident that the Government has not. done all 
that it could to give small business an equal chance at its own procure- 
ment contracts. 

While other contracting procedures under both competitive bid and 
negotiated contracts create difficulties for the small enterprise, it is 
interesting that in the 214-year period noted above, small business 
secured only 13 percent by value of the negotiated contracts, but re- 
ceived 64 percent of the bid contracts (House report, p. 102). 

In other words, small business does much better in the 6 percent 
which is thrown up for competitive bidding than in the 94 percent 
which are negotiated directly between the defense unit and the 
contractor. 

Now, departing from my text, we are all familiar with the diffi- 
culties which small business experiences even in the field of so-called 
competitive bids, namely, that on many occasions, their names are 
left off the lists to which information and requests for bidding are 
submitted ; that frequently not sufficient time is given them to prepare 
their drawings and estimates, or the cost of estimates; that very 
frequently, when they are low bidder, the bids are thrown out and new 
specifications are set up, and the runaround continues so that ac- 
cumulatively it is extremely difficult for them to get these contracts. 

Now, we know, and I think every one of us knows that to be a fact 
from the experiences of our offices. 

Senator Morse. May I interrupt to say one of the problems I am 
asking the staff to investigate in connection with so-called competitive 
bid procedure is the frequenc y in which a small business may be the 
low bidder, but the contract fin: ally goes to a higher bidder who proves 
to be but a subsidiary of a large corporation, and the low bidder can- 
not, for example, get the material that is necessary to fill the contract. 

I have asked the professional staff of the committee to find out to 
what extent that is a problem because I have been receiving these 
letters of protest from small business concerns who say, “We are low 
bidders but X steel company or Y steel company refuses to let us have 
the pipe that we will need to fill the bid.” 

Senator Dovatas. The lion’s share of Government subsidized re- 
search and development contracts also appears to go to the big con- 
cerns, in the neighborhood of 95 to 98 percent ( House report., pp. 80- 
85). With the generous rights to take out patents on discoveries 
financed by the Government and with the accumulation of research 
facilities and personnel which is the inevitable result of such con- 
tracting, the advantage given by the Government to big business in 
the race for future markets and new products is obvious. The favor- 
able tax treatment of expenditures made for research compounds the 
advantage. 

The inadequacy of the enforcement of our antitrust, antimerger 
and antiprice discrimination laws, and I want to say this inadequacy 
of enforcement characterized all administrations, including the ad- 
ministration of my party, as well as the administration of the present 
dominant Republican Party, is another factor which operates against 
small business. 

And the current business slump—and I hope I am not being ac- 
cused of being a prophet of gloom and doom because I mentioned 
the word “slump” which is being used by the financial papers—— 


all 


re- 


nd 
, 1s 
less 
re- 


ent 
ent 
the 


ffi- 
led 
are 
ure 
Are 
ry 
ew 
ac- 


act 


am 
ive 
the 
ves 
in- 
CU. 

to 
pse 
OW 
ive 


re- 
n- 
30 
les 
‘ch 
mn- 

in 
Or- 

he 


TAX PROBLEMS OF SMALL BUSINESS 699 


Senator Morse. I will say facetiously, I don’t know why you speak 
in futuro. I thought you had already been so accused. 

Senator Doveas. Yes, I have. That is quite a story, but I won’t 
go into it now. 

The current business slump, which business leaders are forecasting 
into the first half of 1958, may well lead to the need for more vigilant 
application of the legal protections against unfair and monopolistic 
trade practices. New equal opportunity and premerger notification 
Jaws might help. But enforcement of present laws would also. 

Now, let me turn briefly to the question of tax relief of small busi- 
ness. While they are closely related to many of these other difficul- 
ties, tax provisions also make trouble for small business that we 
should seek to avert—and they offer opportunities to redress the 
disadvantages of small business resulting from the other factors I 
have listed. 

The rate itself, 30 percent, normal tax, plus a surtax of 22 percent 
on net income over $25,000, is open to serious question. With profit 
rates and retained earnings running so much less for small business 
than for large, these tax rates do seem to limit very severely the de- 
velopment opportunities of corporations with income from $25,000 
to $100,000. 

I should like to urge most strongly that the Fulbright bill of which 
I had the honor to be a cosponsor be passed at the coming session of 
Congress. This would lower the normal tax from 30 to 22 percent 
and raise the surtax from 22 to 31 percent. This would not cost the 
Treasury any money. It would constitute a tax favor to small as 
compared to huge business. For instance, it would save a corpora- 
tion with $2 5,000 profit, $2,000 a year. 

But this is justified to help counterbalance the greater difficulties 
which small business has in attracting new invested c apital and its 
much lower rate of profits out of which internal growth may come. 
If we really care about helping small business, we should pass such a 
bill. Nor should we be deterred because we cannot simultaneously 

reduce the taxes of small unincorporated business. Because we may 
not be able to go all the way is no reason why we should not go 
part-way. 

[ would also approve spreading the payment of estate taxes over 
a period of years in order to avoid the forced sales of small businesses 
to finance such tax payments. 

The accelerated depreciation permitted for new machinery also 
tends to give larger businesses a greater advantage, because small 
businesses are the principal purchasers of used machinery, which 

cannot be thus depreciated. 

Stock options, or deferred compensation plans, giving top-skilled 
personnel the benefit of an ultimate capital gains rather than income 
tax, provide another advantage for large corporations. 

The small, closely held corporations cannot ordinarily utilize such 
plans, for they lack any ready means of fixing the market value of the 
stock. In a competitive labor market, therefore, the advantage is 
with the large, publicly held corporation, and stock options also enable 
them to place tempting inducements before owners of small concerns 
to go to work for the giant. 
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Tax avoidance through mergers, to which I have previously re- 
ferred, should be fully explored to see how our tax laws can be re- 
vised so that they do not at least afford positive and substantial in- 
ducements to accelerate the merger trend. 

It should also be noted that large corporations can generally shift 
a larger part of their taxes to consumers, in higher prices. Small 
corporations are, generally, more competitive, have less control over 
supply, and little control over price; hence, they can rarely set prices 
to absorb taxes to anything like the same degree as the larger con- 
cerns which will either be monopolies, semimonopolies, or, as econo- 
mists say, oligopolies: control of an industry by a few or by price 
agreements with other large corporations whereby prices will be 
set in unison, either by joint agreement, or by one of the firms acting 
as a price leader with the other concerns falling in line. 

The impact of Federal taxes is for this further reason likely to 
be heavier on small business than on large. 

The case for tax relief for small business, therefore, seems to me 
to be clear and convincing. I recognize, as I am sure the committee 
does also, that we cannot cure all the ills and difficulties to which 
small business is subject by means of changes in the tax laws. But 
we can make a beginning. 

As far as tax relief, we have to overcome, help overcome some of 
the disadvantages, both in the tax laws and in the general economic 
situation to which small business is exposed, and, frequently, the 
advantages of large business are not really economic advantages; they 
are competitive advantages which give to large business an ability to 
crush small business because of the very fact of size, but frequently 
the claimed advantages of large business are disadvantages to some- 
one else; namely, it is frequently said that large business can purchase 
at lower prices than small business. 

Well then, it is obvious that they have shifted the cost to suppliers. 
Similarly, it is said that they have an advantage in selling their 
products in that they can undersell their competitors, but this is not 
an economic advantage. It simply means that because of size, they 
can undersell competitors in specialty markets, or in geographic mar- 
kets, and then, having put the small people out of business, they 
raise the prices. This is not an economic advantage, and many of 
the so-called economic advantages are not really economic advantages. 

I would mention one other general proposition before turning to 
constructive suggestions. In the light of the country’s obvious neces- 
sity to maintain its scientific research and defense development pro- 
grams at a high level of operation and to keep other essential 
Government services unimpaired, I hope we may strive for the maxi- 
mum efficiency in all of our Government programs, eliminate all 
waste, and effect the essential tax reforms for small business at this 
critical time by a readjustment of our tax burdens. 

It may not be possible to reduce the general level of tax receipts 
because we have fallen so far behind in the development of long-range 
missiles and we should be ready to pay whatever is required to make 
our country more secure. 

However, while we may not be able to reduce the general level of 
tax receipts and, hence, the so-called tax burden, I believe we should 
readjust that burden so as to apportion the load more fairly and to 
make our economic life more, rather than less, competitive. 
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Senator Morse. We thank you for this very scholarly and very 
analytical statement. As I said earlier, we will be in touch with you 
when we get back to Washington for further conferences. 

Senator Thye? 

Senator Tuyr. No questions. 

Senator Morsr. Do any members of the staff have questions ? 

Thank you very much. 

Senator Doveras. Thank you, Mr. Chairman. 

Senator Morsr. We are also honored and privileged to have with 
us the Senator from Illinois, Senator Dirksen. We will be glad to 
receive a statement from him. 


STATEMENT OF HON. EVERETT McKINLEY DIRKSEN, UNITED 
STATES SENATOR FROM ILLINOIS 


Senator Dirxsen. I have only two things to say. The first is that 
for a great many years I was a small-business man, retail and whole- 
sale, and I know some of the difficulties that confront smal] business. 

Secondly, as a member of the Monopoly Committee of the Senate 
Judiciary Committee, this, of course, 1s of great interest to me, and 
a similar line, in ps rt at le: ist, 1s being pursued by that subcommittee 
so I am delighted to have the ‘opportunity to merely sit in and get he 
benefit of the information that this committee will gather; and I am 
grateful for the opportunity. 

Senator Morse. Senator Dirksen, the committee wants to make clear 
to both you and Senator Douglas that we will be very happy to have 
you sit with the committee; to participate in our deliberations; to 
cross-examine any witnesses and to make any further statements that 
you may be moved to make as we proceed with the hearing during 
the day. 

Senator Dirksen. Thank you. 

Senator Morse. I understand that Congressman Yates has honored 
us by his presence. 

He does not care to make a statement, although he is privileged to 
make one any time he would like, and I would like to say to Congress- 
man Yates or any other Illinois Congressman that may be with us 
that we would like to have you with us up here. 

We will find a seat for you—sorry the bench isn’t longer than it is— 
but we will be very happy to have you up here, and also participate in 
the hearings with us. 

Are there any other Congressmen here? 

The record will show the presence of Congressman Yates. 

Do you have any statement that you would like to make, Congress- 
man Yates? 


STATEMENT OF HON. SIDNEY R. YATES, A REPRESENTATIVE IN 
CONGRESS FROM THE NINTH DISTRICT OF ILLINOIS 


Congressman Yates. Thank you, Mr. Chairman. I am very much 
interested in the hearings of this committee inasmuch as I am a mem- 
ber of the Select Committee on Small Business in the House of 
Representatives. 

I am quite interested in the presentation that Senator Douglas made 
because we begin hearings next week on problems of financing small 

97385—58—pt. 2——-8 
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business, and, of course, the particular subject of your hearings, the 
subject of taxation, relates to that very specifically. 

I have no formal statement to make. I want only to sit here and 
listen to the witnesses who testify inasmuch as I am very much inter- 
ested in the situation in my hometown. 

Senator Morse. Congressman Yates, I want the record to show 
that the Senate committee appreciates not only the fine work the 
House Committee on Small Business is doing, but the cooperation that 
you have always extended to us. 

Speaking only for myself, I think there is an area here where the 
two committees could, perhaps, work even closer together, maybe by 
a gentleman’s agreement as to the division of the work whereby we 
might save some duplication of investigation effort. 

That is only my personal suggestion, and it is borne out, however, 
by the extent to which your committee has always cooperated, partic- 
ularly the professional-staff committee which has cooperated with the 
professional staff of the Senate committee. 

Congressman Yates. Speaking for myself, I reciprocate your 
generous statements. 

Senator Morsr. Thank you very much. 

Are there any other Illinois Congressmen in the room ? 

Is there a representative of the Governor’s office present ? 

Is there a representative of the mayor’s office present ? 

The next witness on the agenda is Mr. John Murphy, Champaign, 
Til. 

Mr. Murphy, will you come up and take the witness chair, please? 
Also, it has been suggested that you take the end chair so people out 
in front can hear better, and we can hear better, too. 


STATEMENT OF JOHN MURPHY, MURPHY’S CLOTHIERS, 
CHAMPAIGN, ILL. 


Mr. Mureuy. I am John F. Murphy, of Murphy’s Clothiers, 
Champaign, Ill. It is an individually operated business. 

Small Business Administrator Wendell Barnes earlier this year 
was quoted in the press as follows: 

The President’s tax proposal for the benefit of small business makes me feel 
as though Christmas had come in July. 

Gentlemen, perhaps Mr. Barnes has some secret information which 
has not yet reached as far down as Main Street, Champaign, IIl., where 
I conduct my business. 

The biggest problems confronting the small-business man today 
are getting capital and maintaining enough cash on hand to permit 
him to operate competitively in his fight with other businesses—large 
and small—and in his battle to expand. In addition to problems of 
operating cash and sufficient capital the related problem of protection 
of the principal asset of the business—namely the owner in disability 
and retirement—puts an extra burden on the unincorporated business. 

We are paying the highest taxes we have ever paid; we are con- 
fronted with inventory-replacement problems due to inflation; we 
have the toughest competition we have ever had not only from small 
business but from big business and saving money for old-age inde- 
pendence is almost impossible partially because every dollar so saved 
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is first subjected to income tax and this tax may well be on a dollar 
that the businessman never sees as he has put it back into inventory 
and equipment that has cost him more money. 

As | see it, there are two main elements of our society engaged in 
the production of goods and services; corporations on the one , hand 
and the unincorporated small-business man, farmer, and professional 
man on the other. 

The corporation gets special tax treatment when it sets up private 
pension plans for its officers and its employees. And the people who 
work for the corporation have a tax advantage: these pensions that 
their companies help fund for them represent additional compensa- 
tion, over and above their salary and wages, on which they pay no 
income tax. 

In other words, in my business today, selling men’s clothing—if I 
were to give up my own business and go on the payroll of a clothing 
manufacturer, say, Society Brand C lothes, I would draw a salary on 
which [ would pay withholding taxes. But in addition, I probably 
would have several fringe benefits, including an old-age pension, on 
which | pay no current income tax. 

As it 1s now, running my store in Champaign, I am taxed every 
year on every dollar I make. I cannot defer some of my income by 
putting it into a tax-sheltered pension fund. Yet, I get old and sick 
just as other people do. 

Gentlemen, when you report to the full Committee on Small Busi- 
ness of the Senate, I hope you will recommend that Congress delay 
no longer in modifying the present tax law to encourage and assist 
the self-employed sm: l]-business man to take care of himself and his 
family in his old age, without a Government dole. 

Down in my area there is a lot of interest in the Jenkins-Keogh bill. 
As far as I can learn, every unincorporated small-business man, farm- 
er, and professional man would benefit under that bill because its 
old-age pension provisions are available to any self-employed indi- 
vidual regardless of income. It lets him take care of his own pension 
problems in his own way according to his own abilities. And it will 
encourage individual initiative and thrift. 

Gentlemen, is there anybody in the Government who is against that ? 

Senator Morse. Thank you very much, Mr. Murphy. 

Do you have any questions ? 

Senator Tre. I have none, Mr. Chairman. 

Senator Morse. Senator Douglas? 

Senator Douaias. No questions. 

Senator Morse. Mr. Erickson ? 

Mr. Erickson. I have one question. 

Sir, you suggest the Jenkins-Keogh type deduction for a pension 
plan. How much would you limit as the maximum deduction per 
year, Mr. Murphy ? 

Mr. Mourrny. Well, I think the limit set up in that bill of 10 
percent is plenty. In my own case, for instance, I doubt if I will 
he able to put that much away because we have problems of cash and 
so forth so I don’t think that the average small-business man could 
live up to the limitations of what they are allowing under that bill. 

Mr. Ertcxson. Mr. Murphy, would a limitation of 10 percent or 
a maximum of $2,000 be sufficient for most small-business men, do 
you believe? 
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Mr. Mourrny. Well, it might not be sufficient. It depends on you 
livelihood as an active businessman, but, I mean, it would help. 

Mr. Ertcxson. Thank you. 

Mr. Morpuy. That is my story. 

Senator Morse. Thank you very much, Mr. Murphy. 

Our next witness is Max S. Bloom, vice president of S. Bloom, Inc. 

Senator Doveras. I would like to say Mr. Bloom is a former stu- 
dent of mine, but he should not be blamed for any bad training which 
I may have given him. 

Senator Morsr. He was fortunate. I wish I could have had that 
privilege. 

Mr. Broom. I appreciate the fact that I did. 

Senator Morse. You may proceed. 


STATEMENT OF MAX S. BLOOM, EXECUTIVE VICE PRESIDENT OF 
S. BLOOM, INC., CHICAGO, ILL. 


Mr. Broom. My name is Max S. Bloom, and I am executive vice 
president of the S. Bloom, Inc., a wholesale distributor of cigarettes, 
cigars, tobacco products, candy, confectionery and related items 
within a territory embracing 30 square miles. May I thank this com- 
mittee for the opportunity “afforded me to be heard on this serious 
problem. 

It is my belief that small business today is in dire jeopardy. I 
speak out of my experience in dealing with approximately 2,000 
small-business men each year whom I service at frequencies of as 
much as 2 or 3 times a week. 

Most of my customers are not corporations, but rather small en- 
trepreneurs who have taken their meager investment in hand and 
added to it the sweat of their brow in order to earn a combined fam- 
ily income that would be regarded as “laughable” by the majority of 
the gainfully employed. ‘They do this in part as an expression of 
their belief in our private enterpr ise system and their belief that that 
system offers opportunity for advancement through private initiative. 

The basic problem facing all small business today is the lack of 
adequate capital resources. Taxation rates being what they are, no 
small firm, corporation or otherwise, can accumulate the amount of 
money necessary to expand its facilities and services in order to meet 
the increasing pressure of competition. 

Your committee and the Congress of the United States can meet 
this problem by creating a tax incentive for small business to reinvest 
its capital in itself. Money so reinvested will strengthen the small- 
business man and thus enable him to be a more productive unit with- 
in our economy. 

As such a more productive unit, he will be a continuing and fruit- 
ful source of future tax revenues to the Government; revenues the 
Government otherwise would not receive should he go under. 

I further submit to this committee that the present structure of the 
tax laws which fail to take into account the need of the small-business 
man to reinvest his capital constitute a running drain upon the 
strength of the small-business man—a drain not suffered by his larger 
competitor who enjoys a mercantile credit rating which makes it un- 
necessary for that competitor to depend so exc lusively upon his own 
capital. 
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While I would not presume to dictate to this body, the particular 
formula or format of a tax law that would give small business the 
needed relief, may I nevertheless call upon you to devise some such 
formula whereby small business may be encouraged to plow back its 
earnings into itself and thus continue its portion of the effort to make 
our economy the envy of the entire world. 

Senator Morssz. Thank you very much, Mr. Bloom. 

Senator Thye? 

Senator Ture. I have no questions, Mr. Chairman. 

Senator Morse. Senator Douglas? 

Senator Dovuaias. No questions. 

Senator Morsr. Senator Dirksen ? 

Senator Dirksen. No questions. 

Senator Morsr. Members of the staff ? 

Mr. Erickson. I have one question. You feel that some type of 
deduction for reinvestment in the business would be a safeguard for 
the type of businesses that you are representing here today 

Mr. Bioom. Yes, I do. 

Mr. Erickson. Have you any idea or concept of what type of de- 
duction should be allowed ? 

Mr. Broom. I believe they should allow 25 percent of the profit of a 
business to go back into the business. 

Mr. Erickson. So long as it is reinvested in the business ? 

Mr. Bioom. Yes, sir. 

Mr. Erickson. Thank you. 

Senator Tuyr. To what extent, or what would you consider the 
maximum that could be plowed b: ick into a business for expansion ¢ 

Mr. Bioom. I would say anywhere up to $10,000. 

Senator Tuys. I think you stated 25 percent. 

Mr. Buioom. Right. 

Senator ae Therefore, I think it would be important if we 
knew just what you had in mind as the maximum that would be per- 
missible for reasons that if it was a great sum of money, it would be, 
again, a very difficult thing for the man in the lesser income of the 
small-business man to be competing with that kind of a plowback. 

Mr. Bioom. You see, we are competing with big business, and we 
are competing with big labor and big government, and between the 
three, we are caught in the meshes. 

WwW hen labor in the steel industry gets a raise, our union comes to 
us and says, “Look what steel is paying,” but we are not making 
near enough the profit that steel is making, but we have to pay the 
same rate of labor. 

Senator Truryr. How does that affect your specific business, for 
instance ? 

You are in the tobacco industry, are you not? 

Mr. Bioom. Yes. 

Senator Tuyr. You were making that as a general statement? 

Mr. Buoom. Yes. 

Senator Ture. And not as it might be applied 

Mr. Broom. It is a fact in my business because we are in a steel 
area, and we have to compete with them in this area to get help. 

Senator Torr. Thank you, sir. 

Senator Morse. Thank you very much, Mr. Bloom. 
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Our next witness will be Mr. Richard Ream, vice president, Citi- 
zens Bank, of Michigan City, Ind. 

We are glad to have you with us, Mr. Ream. 

Mr. Ream. I hope you will pardon my voice; I have the flu. 

Senator Morse. That is perfectly all right. 


STATEMENT OF RICHARD REAM, VICE PRESIDENT, CITIZENS 
BANK OF MICHIGAN CITY, IND. 


Mr. Ream. By way of preface, I represent a country bank located 
in a community of 30,000 population. The assets of this bank total 
$21 million and it ranks approximately 1,100th in size among all 
banks in the country. Until a year and a half ago, I was with 
a Chicago Loep bank which was among the 50. largest in the country. 
Accordingly, my opinions and conclusions are based upon observa- 
tion of large and small business from the viewpoint of both a large 
and small bank. 

Small business has, of course, always been faced with particular 
problems, but these have been accentu: ated during and subsequent to 
the last war. The basic weakness in small business lies in manage- 
ment and accordingly a reduction in Federal income and other tax 
rates is not the complete solution to the situation. 

The fact remains, however, that many small enterprises have excel- 
lent management and yet encounter difficulties that prevent a normal 
growth. Federal spending and that of state, county, and city gov- 
ernments is in what appears to be a never-ending upward spiral and 
unless such spending is curtailed, and with it taxes, there will remain 
less and less incentive for smal! business to continue its struggle. 

To what extent excessive taxes have played a part in increased busi- 
ness failures would be impossible to determine, yet the weekly aver- 
age of such failures is now more than 270—far higher than at any 
time since 1939. Perhaps this mortality rate is to be expected and is 
not too important to our overall economy, but I am firmly convinced 
that the present economic status of this country would have never 
been reached if small business through the years had not been per- 
mitted and encouraged to commence and to grow. 

It often surprises me that in today’s m: arket we still have individ- 
uals with enough confidence in this country and their own abilities 
to make the sacrifices required to enter business for themselves. 

A case in com is that of a young couple in our community. The 
husband is employed as a truc -kdriver for a dairy. During the past 
year he, without assistance, has erected a small building in which he 
and his wife are now oper ating a restaurant. The wife, “who has four 
small children, works in the restaurant from 8 in the morning until 
1 o'clock the following morning. She cooks, waits on tables, and has 
no assistance other than that received from her husband who takes an 
hour from his milk route at noon and waits on tables when his work is 
completed. 

Our bank has made a loan to this couple which I am sure the ex- 
aminers will frown upon, but people with such a desire to progress are 
entitled to assistance from some source. If this young couple is suc- 
cessful, we can be assured that it will not be because of any considera- 
tion under our present tax laws. 
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The foregoing is an example of very small business. However, 
there are other concerns within our community which have progressed 
to a point at which they are definite factors in our local economy. 
They would still be considered in the small business category but what- 
ever affects them adversely, affects our community accor rdingly. 

These are companies large enough to require funds for building 
additions, new machinery and equipment, research and development 
and advertising campaign. If a reasonable proportion of earnings 
cannot be retained for such purposes, no alternative may remain but 
to merge with or sell to a larger competitor. | erhaps this might be 
considered a happy solution, but locally owned and managed business 
is bene fic ial to the e ‘onomy of a small community. 

This does not represe nt, in my thinking, any quarrel with big busi- 
ness, per se, but since this is a tax hearing, it should be pointed out 
that, according to the National Association of Manufacturers, only 
- percent of our income-tax revenues are produced by surtaxes and 
it appears that small business bears the brunt of taxes under our 
ioe nt tax structure. 

I would like very briefly and generally to present at this noint the 
cases of three companies which have widely varying tax problems and 
which, in my mind, point up the need for tax relief. 


1. A COMPANY WITH POTENTIAL ESTATE TAX PROBLEMS 


This concern has been in the manufacturing business since 1945. 
Initially, the company, with small investment, operated as a partner- 
ship, incorporating in 1954. Since that time, net worth has doubled 
from $51,000 to $101,000, and Federal income taxes have not been a 
basic problem, although on earnings of $75,000 during that period, 
it has paid taxes of $24,000. 

At the time the partnership was converted to a corporate entity, 
the building in which the company operated and which had been 
owned by the partnership, was set up as a building corporation and 
the building is now leased back to the operating corporation. The 
former partners, who are husband and wife, now own the stock in 
the building corporation and the operating corporation equally. 

Earnings have been largely turned back into the business, and 
although the owners are not young, it is quite conceivable that at 
their death an estate of from $200,000 to $250,000 will have been 
accumulated, represented largely in the building and operating cor- 
porations. The company is “required to borrow rather substantial 
sums on almost a year-round basis and cash on hand rarely exceeds 
$10,000. If both these individuals die within a short time of each 
other, the problem of estate taxes is one which probably cannot be 
met without liquidation or sale of the business. 


2. A CONCERN WHICH FOUND IT ADVISABLE TO FORM THREE CORPORATE 
ENTITIES 


This company, which was originally a single corporation, formed 
two additional corporations in order to retain sufficient funds after 
taxes to permit continuing growth and expansion. It would be much 
simpler and less expensive ‘to operate as a single entity but the com- 
pany is one which must make substantial annual investment in heavy 
equipment. 
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In the 4 years since 1953, for example, gross fixed asset investment 
(consolidated) has increased from $533,000 to slightly in excess of 
$1 million. Heavy depreciation, which is permissible, has enabled 
the company to purchase, with the assistance of bank lending, the 
equipment which it requires, but balance sheet ratios remain dispro- 
portionate. 

For example, on a consolidated basis, total debt today is $411,000, 
compared to net worth of $282,000. Consolidated sales for the fiscal 
year ending June 30, 1957, were $1,400,000 on which a net loss of 
$14,400 was reflected. Depreciation of S175, 000 enabled the consoli- 
dated operation to acquire cash, but unless substantial earnings can 
be accumulated for several years, the companies face a debt ‘to net 
worth ratio which could conceivably result in liquidation or forced 
sale to a larger company. 

In addition, the Bureau of Internal Revenue is questioning whether 
proceeds from the sale of equipment which has been fully depreciated 
should be taxed only on a capital gains basis. Little or no consid- 
eration is being given in this instance to the fact that equipment 
purchased 5 years ago may have doubled in selling price, and accord- 
ingly demands a higher price in the used market, 

My point, however, is that it should be unnecessary to form several 
corporate entities for the purpose of spreading earnings, however 
legitimately, in order to reduce Federal income taxes, when an equi- 
table depreciation and tax structure would go far in encouraging and 
preserving small business. 


3. A COMPANY WHOSE EXPANSION IS BEING RESTRICTED THROUGH HEAVY 
TAXES DURING EARLY YEARS OF EXISTENCE 


This company incorporated in 1948 with a capital investment of 
$1,000 which has been increased through injection of personal funds 
by the two principals to $56,000. During the first year, operations 
were conducted at a loss of $18, 000 but in the next year the product 
of the company caught on and earnings before taxes were approxi- 

mately $60,000. 

In the years from 1949 through 1956, the company has earned a 
total of $288,000 before Federal income taxes and has paid $119,000 
in taxes on that income. Excellent management has maintained 
better than average balance sheet ratios during that period despite 
an increase in net “fixed asset investment from $3,000 to $110,000. 

However, it is pointed out that this particular small company has 
had the unusual advantage of additional investment of $55,000 of 
owner’s capital. Without these additional funds which have amounted 
to payment of 50 percent of Federal income taxes, the company could 
not possibly have had the favorable growth pattern which has been 
reflected and sales which have increased from $65,000 to $750,000 
annually would have been impossible. 

The company requires more manufacturing space at this time but 
management is reluctant to incur additional debt for plant expansion 
because of the continuing impact of taxes. 

In each of the prec eding cases, tax relief would appear to be ex- 
ceedingly important and in each case, it would take a different form. 
In my opinion, the following changes in our present tax laws would 
be beneficial to many segments of small business : 
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1. Eliminate Federal income taxes in the first 5 years for all com- 
panies starting business with capital of $50,000 or less. 

2. Graduate taxes thereafter in a manner similar to the proposals 
contained i in the Sadlak bill. 

3. Permit estate taxes to be paid in installments over a period of 
years. 

" 4. Permit et for additional investment or borrowing during 
any given yea 

In cone Casini, I would like to present the case of the smaller banks 
without whose help small business would be encountering even greater 
difficulties. Of course, small banks may also be considered in the 
small business category and are subject to the same Federal tax 
regulations. 

Our economy depends upon business investments of one kind or 
another to provide the increased capacity and greater efliciency in 
productive facilities necessary for a rising standard of living in 
a growing population. 

‘One of the basic problems besetting the small-business man today 
is that of obtaining capital and maintaining sufficient working funds 
in his business to “permit him to operate aggressively, compete suc- 
cessfully, and grow. 

Such funds have been obtained in part by heavy bank borrowing. 
As a result of this demand, loans of all commercial banks in the past 
2 years have increased almost 30 percent. In our bank, loans to busi- 
ness aggregate approximately 40 percent of total loans. In addition, 
we are participating with Small Business Administration in a number 
of loans which we could not have made without its assistance. How- 
ever, the supply of credit is limited and the demand now tends to 
exceed supply, resulting in an increasing difficulty on the part of banks 
to furnish all the credit requested by their customers. 

Banks are constantly being urged by the supervisory authorities 
to increase their capital and there are excellent reasons for this. 
Fundamentally, a suflicient volume of bank capital is necessary if we 
are to continue a free-enterprise system of banking. Probably, most 
important, however, banks have a continuing responsibility to protect 
their depositors through the maintenance of adequate capital and 
reserves and a continuing responsibility to their customers to care for 
their credit requirements through a growth in capital and deposits 
which will permit additional lending. 

It is principally through retention of e: irnings that banks may fulfill 
their responsibilities and keep pace with the expanding ec onomy, just 
as other small business must retain earnings to survive—let alone 
keep pace. 

In our competitive era, there will always be many new, small busi- 
nesses which will never get off the ground. However, unless some ad- 
justment is made in the present tax structure, I believe we may expect 
to see a further deterioration in the position of small business in our 
economy and this, in the final analysis, will have a much more detri- 
mental effect on Government revenues than any reasonable adjust- 
ments in our Federal tax structure at this time. 

Senator Morsr. Thank you very much, Mr. Ream. This is a very 
helpful statement. 

Senator Trryr. Mr. Ream, I thought your statement most excellent, 
and it did give some light as to what you, as a bank, and representing 
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the banking industry, are doing to continue the small business on your 
main streets. Unless you cooperate, our free-enterprise system might 
well be in danger for all future time. 

You said that the bank examiner might well frown upon your ac- 
tivity in assisting this small-restaurant owner. 

Mr. Ream. That is correct. 

Senator Ture. Well, it was that we had in mind when we intro- 
duced the Small Business Administration Act, because we know that 
the banker has certain restrictions imposed upon him, both State and 
Federal. I do commend you for having taken a chance even though 
the examiner might frown on that type of a loan. However, in the 
event that you had not done so and had dere not been an agency of 
the Federal Government, you might well have stifled what might have 
been the hope and aspiration of a young couple to be entrepreneurs 
in their own right. Therefore, my commendation to you. 

The other comment I was particularly interested in was to be found 
over on page 4, I believe—yes—your participating in several Small 
Business Administration loans. 

Mr. Ream. That is correct. 

Senator Tuyr. There, again, my commendation for the reason that 
when you participate because of the restrictions imposed upon you as 
a bank, you do make possible the continuance of that company or 
that enterprise individually owned. Without such a loan, you might 
well have forced them out of business. 

The other thing is the question of tax exemption for the beginner 
up to a 5-year period. That would also encourage and make possible 
the survival of a new enterpriser. 

Mr. Ream. I believe it would be helpful. 

Senator Ture. Yes. I thought your statement most helpful to me, 
and I have been very much concerned with this question because I 
have been serving on this committee for quite a number of years. 
Thank you. 

Senator Morsr. Senator Dirksen? 

Senator Dirksen. No questions. 

Senator Morse. Counsel ? 

Mr. Erickson. I have a few questions, Mr. Ream. 

On page 4 you make several suggestions. I wonder if I might just 
question you briefly on them. 

You suggest that companies starting businesses eliminate the Fed- 
eral taxes for 5 years. Do you feel a deferment of those taxes might 
be as effective rather than elimination 

Mr. Ream. No; I don’t. 

Mr. Erickson. You feel, then, that it isn’t exactly the availability 
of cash as much as the psychological advantage of having no taxes? 

Mr. Ream. If the small business is successful, it entrenches them a 
little more firmly. If management is poor, and not successful, and I 
will grant the majority of small businesses starting today fall into that 
category, taxes or lack of taxes makes no difference. 

Mr. Erickson. Well, that is the purpose of my question. The de- 
ferment of taxes would put the cash in the hands of the able business 
as much as the elimination, and I wonder if the availability of the 
cash isn’t what would make that business go for the first 5 years. 

Mr. Ream. There, again, it would depend upon how successful it is. 
We don’t know. 
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I point out an example of a company that lost $18,000 in its first 
year. From that point forward, it was quite successful. Five years 
would have made a vast difference in the position of that company 
today; 5 years, that is, of elimination of taxes. 

Mr. Erickson. All right. Of course, the committee has to worry 
about loss of revenue to the Federal Government as well as aiding 
small business, and that is why I ask about deferment rather than 
elimination. 

Now, your third suggestion, to permit estate taxes to be paid in 
installments. Do you feel, Mr. Ream, that the taxpayer should be 
obliged to pay interest on the amount of the estate tax due but pay 10 
later by installment ? 

Mr. Ream. I think that would be fair enough. 

Mr. Ertcxson. In other words, you feel that protecting the income 
to the Government to the extent of paying taxes on the installment 
would be fair ? 

Mr. Ream. Yes. 

Mr. Ertcxson. Now, do you have any idea on the amount of the 
additional investment which should be permitted as a deduction ¢ 

Mr. Ream. Well, there are formulas and that is something that is 
awfully difficult to come up with a conclusive opinion. My own 
thinking is this: That whether it is investment or borrowings, the tax 
exclusion should be the amount that is earned on that money. 

Mr. Erickson. In other words, you would provide for a deduction 
the year subsequent to borrowing or reinvestment rather than for the 
amount actually reinvested out of the current year’s earnings? 

Mr. Ream. Set up on a formula over a 5-year average; something 
of that sort. 

I think that small business needs relief when they are repaying 
loans of whatever type they might be, not in subsequent years. 

Mr. Erickson. You feel that a deduction such as this would assist 
in the growth of small businesses as well as just the life, continued 
life 

Mr. Ream. Well, it should assist in the growth. One of the prob- 
lems that small business faces is obtaining risk capital, and for the 
most part, that is definitely the category in which it falls. 

Mr. Errcxson. Thank you. 

Senator Morse. I have one question, Mr. Ream, and that deals with 
your proposal for elimination of all Federal income taxes during the 
first 5 years for all companies starting business with a capital less 
than $50,000. 

I think you make quite a case for it, and I am certainly not ready 
to reject it, but I want to raise the problem that I have to face as a 
legislator, and put you in my seat fora moment. That is, the attitude 
that as a legislator you run into with the public. In opposition to 
what would be considered to be tax advantages that discriminate 
unfairly against others, this principle of, at least, reasonable equality 
of taxes in fairness to all is pretty imbedded in public opinion, 1 
find, at least, and, of course, counsel’s question with regard to defer- 
ment overcomes a kind of opposition that I think would be raised to 
your proposal. On the other hand, just because it would be raised 
wouldn’t stop me from supporting it if we can show that from the 
standpoint of our national economy it would be best for the people 
as a whole. 
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What would you say to the argument that would be made to us: 
tae don’t defer it, you give it to them. You give them out-and-out 
tax dollars for 5 years when later they could refund the Treasury on 
the basis of a going enterprise, but you tax people in many other 
categories during that same 5- year period who have a hard time, too, 
who are workers, who are professional men with small incomes? 

What justification can I lay down as a legislator for drawing this 
discriminatory line between the small-business man who gets com- 
plete tax relief for 5 years, ahd the salaried employee whose taxes are 
deducted—the worker in the factory whose income during the 5-year 

eriod may be just about the same as that small-business man, re sally, 
but on which he will pay taxes and the small-business man will not 
if he turns out to be successful. As you say, if he goes under during 
that 5-year period, we haven’t got a concern anyway because he 
wouldn’t be paying taxes. But what answer would you give to what 
I can assure you will be the argument made to us as legislators?— 
“What do you fellows mean sitting there and voting this tax favoritism 
to one group of our population at the expense of the rest?” 

Mr. Ream. Well, I am quite sure, sir, that I cannot give you a 
satisfactory answer. However, I would make one point. 

The employee on salary is assured of an income; the small entrepre- 
neur is not. I mean, he is gambling everything that he has—money’' 
from friends and relatives, and money that possibly banks have loaned 
to him, and he has no assurance that he will have any income. 

The ‘ $50,000 figure is, admittedly, an arbitrary one. It could be 
$25,000 as well, if that would be more palatable. 

As far as deferment of taxes, I think that while you are being of 
assistance if you eliminate taxes, if you subsequently double up on 
taxes, possibly you have undone any good that has been accomplished. 

Senator Morsr. Thank you very much. Are there any further 
questions? Thank you, Mr. Ream. 

Our next witness will be Mr. Dwight D. Guilfoil, Jr., President 
Paraplegics atawatact uring Co., Inc., Franklin Park, I. 

Mr. Guilfoil, we are pleased to have you as a witness before this 
committee, and you may proceed in your own way. 


STATEMENT OF DWIGHT D. GUILFOIL, JR., PRESIDENT, PARA- 
PLEGICS MANUFACTURING CO., FRANKLIN PARK, ILL. 


Mr. Gutirorm. Honorable members and your esteemed counsel, my 
name is Dwight D. Guilfoil, Jr. I am president of the Paraplegics 
Manufacturing Co., Inc., in Franklin Park, I]. We are a small busi- 
ness, principally doing electronics works and hiring only the physi- 
cally handicapped. 

It is my understanding that one of the principal purposes for these 
hearings is to investigate the impact of Federal taxation on small 
business. 

As the president of a small business, I share the hope of many, that 
your committee will recommend legislation to reverse the current 
economic situation that is wiping out countless small-business enter- 
prises, that are essential to national defense. 

Continued decimation of small business will destroy our free-enter- 
prise system. We have only to look at the cartel system of prewar 
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Europe. Under this economic climate, small business was weakened 
and competition reduced, 

In fact, several countries required a government license to enter 
most manufacturing fields, and this license was subjected to the ap- 
proval of the manufacturers then operating in the field. Needless to 
say, approv als for new competition were not often forthcoming. 

Socialized industry—and its unweleome companion of leftist 
travelers—was the next step in Europe after cartels and industry 
monopolies. 

Senator Morse. May I interrupt just to say in support of that ob- 
servation of yours, I had a most interesting briefing by one of the lead- 
ing American watch manufacturers who sought to establish a subsid- 
iary concern in Switzerland, and he expl: vined to me in great detail 
this licensing process, and, of course, he was blackballed. They didn’t 
want that kind of competition, and that is exactly what happens under 
the cartel system. 

Mr. Guitrom. In France and Italy, socialist governments with pink 
hues, took immediate opportunity fo nationalize the auto builders— 
Citreon and Fiat—who had major segments of their national markets. 

In England, the compactly organized steel industry was a quick 
target for nationalization. 

America’s small business is the prime bulwark against these social 
schemers—who even today work in our midst to achieve their ulti- 
mate goal of socialized life. At this hour our Nation quakes as Rus- 
sia, the ultimate exponent of nationalization, not only for industry, 
but also for human life, outblasts us with sputnik, then “Muttnik,” 
and we dread what next. 

Big business, through Government policy, and as a result of our 
unrealistic tax program, has been given a virtual monopoly on the 
planning and production of our defense program. 

Government funds were supplied to support the plans presented, 
and priorities created to expedite their programs. Now, the entire 
country has seen that our policy of the recent past cannot meet the 
competition of a supernaturalized Russia, with its millions of docile, 
underprivileged workers. A new national policy must be adopted at 
once—that will first equal, then exceed, Russia’s rate of progress. 

One alternative is to embrace varying degrees of industrial na- 
tionalization, in an effort to meet this threat. However, long before 
our country would draw abreast of Russia, following a plan of na- 
tionalization, the very freedoms for whic h we are willing to fight 
would be lost, and our way of life reduced to the Russian level. 

To show how many people are contemplating such a decision, let 
me refer from memory to the suggestions of a leading and well- 
informed educator made on a radio address earlier this week. Said 
he: 

Let’s institute a “survival tax” on the sale of motorears and other lux- 
uries * * * to start at 20 percent for the first year, advance to 30 percent in the 
second year, and ultimately reach at least 50 percent of the sale price. 

The funds from this tax should be used for a Government-supported program 
of scientific education. 

He continued by stating that such a tax would shortly bring pro- 
duction of a TV sets, and the like to a standstill. 

Manpower, facilities, and capital freed from production of these 
luxuries would be available for the defense needs of our country. 
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At least the learned educator would accomplish the “revolution” 
with taxes, in place of Marx’s blood bath, unless some planner became 
impatient with the progress and chose direct methods of reducing 
the population to slavery. 

We must choose, while there is still time, the one and only alterna- 
tive to nationalization of industry and science, now that current 
events have so dramatically shown that big business, alone, cannot 
maintain the pace set by nationalized Russia. 

Give back to small business the unfettered freedom it once had to 
grow and support the major companies of each industry. An inte- 
grated industrial system of large and small producers can whip 
Russia’s nationalized ec onomy. 

This industrial freedom, and the steady growth of small business 
that it made possible, have given our country world leadership since 
the dawn of the industrial age. 

This freedom for smal] business can be the way to leadership in 
armaments for defense of the American way of life, and at the same 
time protect that way of life in our country against drift to the li iving 
standards brought by nationalization as exemplifie “l by Russia that 

can produce sputniks, but sweeps Moscow’s streets by the hand labor 
of tired women in the cold winter dawn. 

Pick up any trade magazine covering the vital fields of electronics, 
nucleonics, or aviation. Read the stories of business failures, and the 
mergers whereby the big producers absorb smaller companies— 
usually only for the convenient “tax umbrella” that such dismemberea 
corporations provide. 

Lost as valuable assets to the national economy are the creative 
teams, engineering and production facilities of the small businesses 
that have failed or merged out of existence. 

History clearly shows small businesses have been the “secret weap- 
on” that gave our country industrial leadership. The record of World 
War IT is replete with the irreplaceable contribution of small business. 

There is no conflict between big and little business. Those who 
would trade on the belief that management of big business seeks to 
replace the small supplier with his own facilities—or to do away with 
the small competitor—are not serving the best interests of my fellow 
small manufacturers. 

The combination of unbearable taxes and Government procurement 
policy has made existence precarious for manufacturers in the small- 
business classification—particularly in the fields of electronics, nucle- 
onies, and aviation components, where my company is active. 

These fields are vital for the defens se of our Nation, and it would 
seem prudent national policy to preserve every research, design, and 
production facility capable of adding one line to the blueprint of our 
defense. 

[ have taken much of your time to present your committee with a 
general pleading in the defense of small] business. I am fearful that 
you of the committee, who are so close to the many detailed problems 
of small business—as well as many other well-informed persons—do 
not realize that the impending “final rites” for small business are 
accepted by our Nation as a whole without fear of the consequences 
to our way of life. 
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This is particularly noticeable in educational and Government 
functionary thinking, where nationalization in some degree has long 
been an accepted fact. 

The specific aids required by small business, that I wish to call to 
your attention, are: 

; TAX RELIEF 


The problems of small business induced by present corporate rates 
of taxation have been multiplied many times by the tight money 
policy. Small business is now forced to rely 100 percent on retained 
earnings for growth, with the absence of venture capital resulting 
from governmentally directed money policies. 

In many cases, the earnings that can be retained after taxes and 

reasonable rent for capital employed, are actually less than the in- 
flationary increase in dollar value of inventory and accounts receivable 
involved in employing the same man-hours of labor for the following 
year. 
' Many big businesses that for years subcontracted parts to depend- 
able small-business firms must now withdraw their business and set 
up their own integrated facilities simply because the small-business 
vendor cannot invest in facilities to keep up with the technological 
advancements of the product. 

This puts the small supplier out of business—creates added man- 
agement problems for big business, and unsatisfactory human rela- 
tions for which the big manufacturer takes the blame, unjustly. 

fg present tax on corporate earnings of 30 percent on the first 

25,000, and 52 percent of all in excess of this amount, is an effective 
restraint on the growth of small corporations. 

May I suggest that consideration be given to raising the base amount 
of income to $50,000, and that the rate of normal tax be reduced from 
30 to 20 percent. This reduction would not only create a healthier 
business atmosphere, but would enable smaller firms to retain more 
earnings for investment in facilities and goods. 


RATIO OF TAX RATE TO BUSINESS VOLUMI 


[ believe there exists today in our tax laws, certain inequities to the 
small-business man as a result of establishing tax rates on the profits 
alone of an enterprise, without regard to the total volume of business 
done by the corporation. 

You will best understand me from these examples: 

Company A has a net worth of $75,000. Through efficient opera- 
tion, economy, reasonable salaries, and no inflation of overhead ex- 
penses, this company is able to have a gross profit of $75,000 on sales 
of $ 500, O00 per year. 

The tax bill for company A is now $33,000. 

Company B has a net worth of over $1 million. Its gross sales are 
over $2 million. Unlike the previous example, company B is not de- 
pendent upon earnings for growth. They pay high salaries, authorize 
large personal expenses for their employees, and generally have ex- 
penses well in excess of the minimum needed. They may be plowing 
heavy advertising expense into creation of brand-name recognition. 
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The management shrugs off these costs with the statement that 
“Uncle Sam pays 48 percent = bill.” 

As a result, company B realizes a profit of only $75,000, and has the 
same tax bill as company A, in the amount of $33,000. Company A 
pays a Federal income tax of nearly 7 percent of goods sold, whereas 
company B pays at the rate of 1.1 percent of goods sold. 

Inevitably this reflects in the price of goods sold, as well as capital 
available for growth. Ultimately, company A of more potential value 
to the community, will have the choice of hitting the chute, or merging. 


ACCELERATED TAXPAYMENTS 


Payment dates for Federal income taxes of all corporations were 
recently “stepped up” by regulations issued from the Internal Revenue 
Service with injury to the small business. This new regulation is par- 
ticularly difficult for rapidly growing, profitably operated, small busi- 
ness. 

Many such companies, starting so to speak from “scratch” have dou- 
ble or triple earnings in a single year—immediately and unthinkingly 
put 100 percent of such earnings to work in support of the increased 
sales volume. 

With the accelerated payment dates for corporate Federal income 
tax, sufficient time is not allowed for these companies, without what 
financial circles call aging—to secure funds with which to pay the 
taxes, now represented by moneys tied up in accounts receivable, and 
goods i in process. This tax policy reduces employment and handicaps 
the growth of small business. 

L suggest that businesses below certain age and size limits be given 
longer periods of time in which to pay their Federal income taxes. 

Senator Morsr. I may say at this point, Mr. Witness, that 1 am going 
to ask counsel to send to you a statement that I made on this problem 
during the last session of Congress because I think there is great merit 
in your suggestion with regard to accelerated taxpayments. 

Proceed. 

Mr. Guitroiw. My next topic: 





GOVERNMENT PROCUREMENT POLICIES 


In analyzing this problem of small business, it must be recognized 
that the Federal Government is the largest buyer of most industrial 
products and services. 

Speaking specifically with regard to the problems of our company 
in securing Government business, let me say we have not been able to 
secure any “Government business for quite some time. We have worked 
at it—but with no tangible success. The small-business specialists at 
the various procurement offices have provided their services willingly 
and capably. 

We have been courteously and hopefully greeted by procurement 
officers and personnel. Still no business—but we are willing. Such 
requests as infrequently come in for bids on procurements reserved for 
small business are on very unique items, or with insufficient time for 
a bid to be made on the basis of sound business practices. 

Somewhere along the line, Government agency policies of “systems 
procurement” and “contractor responsibility” have placed purchasing 
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of countless electronic items formerly contracted for by the Govern- 
ment, in the hands of prime contractors, particularly airframe manu- 
facturers. 

A small-business man can quickly run out of money and wind trying 
to track down the whys and wherefores of defense procurement. The 
answer is not in a word or in a phrase. It is in the attitude of 
Government procurement and middle management of big business. 
They believe small business is dead. Sincerely too, and not without 
reason. They see the inadequacies and uncertainties of life for the 
small-business man, from a removed and candid viewpoint. 

To them—no one has explained that their jobs—their way of life— 
their very freedoms—depend on small business. No one has made it 
clear that without small business, we drift one way or another into 
socialization of science and industry. 

Honorable members of this committee, you are those most able to 
bring an understanding to Government procurement, and in fact, to 
all levels of government that small business must not die. 


COMPETITION FROM “SHELTERED WORKSHOPS” 


This problem of small business has unusual importance to our com- 
pany. Paraplegics Manufacturing Co. was founded in 1951 to pro- 
vide living proof that industrial employment of the physically handi- 
capped was profitable under normal business conditions. 

Thus we deliberately elected to incorporate “for profit,” forgoing 
the tax advantages and other “sheltering” provisions under Illinois 
law for “nonprofit” corporations. 

Approximately 100 physically handicapped men and women own 
and operate our company. We have a reasonable record of profits 
before taxes, and continuously offer our techniques and procedures to 
other manufacturers so that they, too, will add the physically handi- 

capped to their working forces. 

However, we always find ourselves in unequal competition with 
various forms of the “sheltered workshop,” operated by nonprofit, 
charity-supported corporations. 

As an example, Paraplegics Manufacturing recently quoted on a 
very desirable job, only to be edged out by the “sheltered w orkshop” 
who priced the operations at a total cost to the customer of $1.25 per 
hour. We pay industry standard wages, and our cost for direct Mellor 
would exceed this figure, before adding overhead for taxes, super- 
vision, and profit to finance future growth. 

We believe such unequal competition lessens the ability of many 
manufacturers, as well as our own ability, to employ the handicapped. 

May I stress to you the vital importance of increased employment 
for the physically handicapped, by stating that the Chicago area has 
2,500 physically handicapped men and women who are not presently 
employed at maximum skills. Automobile accidents, alone, add 100 
persons to this pool each year. 

At first sonellert ‘ation, the solution to our problems would be to choose 
between seeking the status of a “sheltered w orkshop” for ourselves, or 
to recommend imposition of the same economic conditions of the 

“sheltered workshop” when it sells a product in competition with free 
enterprise. 


97385—58—pt. 2——_9 
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Senator Morse. May I interrupt at this point just for the purpose 
of clarifying your testimony for those that may read this transcript 
and do not find in your statement a description of a sheltered workshop. 

Would you just take a moment to give us a hypothetical that de- 
scribes a sheltered workshop ? 

Mr. Guitrom. To my understanding, a sheltered workshop is a place 
offering employment to special groups, particularly the physically 
handicapped, the old aged, or other minorities, that have a particular 
employment problem where the basic idea of the sheltered workshop 
is to train and rehabilitate these people and prepare them for employ- 
ment in private industry. 

However, because of the lack of industry absorbing these people into 
private employment, there is always this problem that they never move 
forward and the sheltered workshop never compat its objective. 

As I said, at first consideration, we would possibly seek that status 
for ourselves or recommend that taxes be imposed upon such organiza- 
tions. These, however, are not the answers for us, nor would they aid 
the handicapped. 

The charity-supported, nonprofit organization renders a service in 
rehabilitation of the physically handicapped that must not be im- 
paired. The pressing problem, and the one to which we are funda- 
mentally dedicated, is to secure full-wage industrial employment for 
the physically handicapped. 

This growing Chicago area pool of 2,500 includes a tremendous out- 
put of these rehabilitated handicapped workers that industry has not 
accepted into their plants. 

We recommend small business be allowed a specific dollar tax exemp- 
tion for each man-hour of employment provided to the bona fide phys- 
ically handicapped. The cost of this to our Nation would be negli- 
gible—for reduction of State and Federal aid to these handicapped 
would surely equal the tax deductions by employing manufacturers. 

For Paraplegics Manufacturing, who with factual knowledge states 
the cost of production with the physically handicapped is no greater 
than for able-bodied employees—there would be assistance from this 
plan in meeting the unavoidable competition of sheltered workshops. 
For other employers in the small-business classification, there would 
be a needed incentive to overcome their possibly misconceived reluc- 
tance to bring physically handicapped workers into their plants. 

For the tens of thousands handicapped workers for whom this plan 
would provide gainful employment, at no extra cost to the Nation or 
to the individual employer, there would be a rebirth that you can 
never understand unless you have once been stripped of your ability 
to work, and after a long period of total despair, again become a 
breadwinner. 

In conclusion, may I thank the honorable members of the committee 
and their associates for this opportunity to present these problems 
of small business. 

We managers of small business are confident that you will recom- 
mend to Congress the passage of legislation making the preservation 
of small business our national policy. 

Senator Morss. Thank you. This is a very helpful statement to 
this committee. 
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Senator Thye? 

Senator Tuyr. I have no questions, but I would concur with you, 
Mr. Chairman, in reference to the helpfulness of your statement. It 
is most excellent. 

Senator Dirksen. I want to compliment my friend, Mr. Guilfoil, 
whom I see frequently in my office in Washington, for the gracious 
spirit he has manifested in this successful enterprise that they have 
established through the paraplegics in Franklin Park. I salute him 
for the good work he has done. 

Senator Morse. I wish we would get as good a statement of our 
cartel system and present it to the economic students of the class of 
American colleges that you made here this morning because I think 
you put your finger on a great problem that confronts us in competi- 
tion with cartels. For instance, your reference to the French auto- 
mobile—I could proceed to list items as long as my arm in other cartel 
countries, and they are coming in at a rapid rate. 

I don’t worry about international competition, if there is competi- 
tion, but where you can get a cartel country that uses the force of 
government to center on some particular item and produce it thereby 
at a cost so far below what free enterprise can produce it, with free 
labor in our country, then you have a foreign trade problem. 

I speak on this as a member of the Foreign Relations Committee of 
the Senate, and I am greatly concerned about it, and I think we are 
going to have to do something about it, too, in connection with our 
whole foreign trade program. 

Mr. Counsel ? 

Mr. Ertcxson. I have one question. 

You mention on page 4 of your statement, Mr. Guilfoil, or you 
suggest that many of the problems of small business go right to the 
question of retaining enough earnings after taxes to finance i improve- 
ment, expansion, and so forth. 

You have been here earlier this morning and heard a couple of the 
witnesses speak of reinvestment deduction / 

Mr. Guiirorm. I wasn’t here for that one; no. 

Mr. Erickson. You do not mention the possibility of Congress pro- 
viding for a deduction for amounts of income reinvested in plant and 
equipment of a concern, and I am wondering if you have considered 
that at all so that you would care to give the committee your thoughts 
on that question. 

Mr. Guitror. I think either way you would be accomplishing the 
same thing. You would be raising the needed capital for growth, 
and that is the particular problem—the manner in which it is made 
available. I think there are many avenues to approaching that. 

Mr. Ertcxson. Thank you. 

Senator Morse. Thank you very much. Our next witness will be 
Mr. Bruce Adams, president, Pelouze Manufacturing Co., Evanston, 
Ill. 

Mr. Adams, will you identify yourself for the reporter and proceed 
in your own way. 

Mr. Avams. Is it preferable to stand or sit ? 

Senator Morse. Please be seated and be comfortable. 
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STATEMENT OF BRUCE ADAMS, PRESIDENT, PELOUZE MANUFAC. 
TURING CO., EVANSTON, ILL. 


Mr. Apams. My name is Bruce Adams. I am president of the 
Pelouze Manufacturing Co. which was established in 1894. Since 
becoming president at a relatively late date in its history, I have 
naturally been concerned with its expansion and growth. 

When I became president in 1943, and acquired a two-thirds in- 
terest, the corporation employed 63 people at what I considered starva- 
tion wages, and was losing money. Due to a lack of working capital 
we were forced to change our method of operation. We discontinued 
the fabrication of many of our component parts which we found 
others could manufacture more economically, and purchased those 
parts for assembly in our plant. 

We have had many opportunities of expanding more rapidly, but 
the constant drain on earnings (both corporate and personal) due to 
high income tax rates, has made our growth both slew and difficult, 
though we have succeeded. 

While we have shown a profit in 10 of the last 12 years, high corpo- 
rate taxes have held our working capital to an absolute minimum. 
Only 5 years ago we had to have more money. Long-term money was 
unattainable. Due to high personal income taxes, and with four sons 
and a wife to support, I had no extra money to loan the corporation. 
Fortunately, by working for someone else in an entirely different 
industry for 14 years, I had been able to acquire a home. By increas- 
ing the mortgage on my home by $10,000, I was able to loan the 
corporation that amount. Had I been unable to do this, a 59-year-old 
corporation might never have started a 60th year. 

We have now tripled our volume, and with our new procedures and 
modern production methods have been able to accomplish this while 
employing only 21 people. We are now paying these employees rea- 
sonable wages and we hope to continue to make it possible for them 
to increase their earnings. Further, we hope to employ more people 
at good wages. 

ne of the major reasons it has taken us 14 years to get out of the 
hands of the banks has been the high rates of corporate and individual 
income taxes. We, naturally, therefore, believe that overall tax-rate 
reduction is necessary. But before presenting my thoughts on taxes, 
I want to interject a thought which I believe must always be kept in 
mind in any discussion of the problems of small business. 

According to the best available statistics, a very high percentage 
of the failures of small business result from poor management. Poor 
management has been, is now, and will continue to be the crux of the 
a of small business. Nevertheless, while we believe that taxes 

ave forever been, and will continue to be a problem, no matter what 
they are—we are sure that tax relief now can best be accomplished 
through the principles set forth in the Sadlak-Herlong bills. 

The present excessive individual income-tax rates drain off earnings 
that are necessary for expansion and development of businesses. Since 
a very considerable number of small businesses are operated as part- 
nerships or sole proprietorships, the high individual income-tax rates 
directly affect the growth and expansion of such businesses. These 
rates also have a serious negative effect on small-business corporations 
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as they prevent savings by individuals for capital investments, as in 
our own case. 

In connection with corporate income-tax rates, we feel that there 
should also be an overall reduction in these rates. We again subscribe 
to the principles contained in the Sadlak-Herlong bill for corporate 
income-tax rate reductions. 

We do not believe that the small-business man is seeking special 
favors. Therefore, we do not support any special type of tax relief 
for small business. We do not favor a reduction in the corporate 
normal tax unless linked with surtax reductions, or any other special- 
ized provisions for small business. The overall effect of any such 
provisions is merely to penalize growth. One of the best ways that 
growth can be encouraged is by overall rate reduction. 

We are definitely opposed to an increase in the individual exemption, 
if such increase were to be in lieu of individual and corporate rate 
reductions. This would not only be expensive from the standpoint of 
the Government, but it would not in any way solve the problem of 
small business in providing additional capital for growth and expan- 
sion. It would inevitably lead to increases in the rates in the middle 
brackets. 

In connection with the specific propositions which the Senate Small 
Business Committee has asked be considered and appraised, we have 
the following comments on several of these propositions: 

1, We would favor allowing estate taxes to be paid in installments 
over a period of years, provided that such a provision was general. 
We believe such a provision would enable many family-type businesses 
to continue in the event of death of one of the partners or major 
stockholders. 

2. We agree with the proposal that taxpayers be allowed to use the 
alternative methods of depreciation provided by section 167 of the 
1954 Internal Revenue Code for secondhand or used property. Such 
a provision would be helpful to small businesses as they frequently 
purchase secondhand machinery and equipment. 

3. We are definitely opposed to graduated corporate income taxes, 
other than the surtax exemption now existing. This would be harm- 
ful to all business, and particularly to small business. It would seri- 
ously affect the incentive to grow. 

4. As we have heretofore pointed out, we do not favor a reduction 
of the corporate normal tax rate without an overall reduction in sur- 
tax and normal taxes. We believe that such a proposal would penalize 
growth and expansion. : 

We have no comments on the other suggested proposals, other than 
to say that we do not think they would afford any substantial help to 
small business. 

We recommend to the Senate Small Business Committee that they 
consider favorably a proposal to allow corporations with income tax 
of less than $100,000 to pay their tax in quarterly installments, The 

ayment of the entire tax in 2 installments in the first 6 months of the 
fiscal year frequently imposes a serious burden on small corporations. 
Congress has already recognized $100,000 of tax as a basis for the pay- 
ment of estimated tax. 

In conclusion, we wish to state again that the basic and necessary 
relief for business—small business as well as large business—is a re- 
duction of individual and corporate tax rates, 
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Senator Morse. Thank you very much, Mr. Adams. 

Senator Thye? 

Senator Tuyen. I have no questions. It is a very good statement, 
Mr. Adams. 

Senator Morse. Counsel ? 

Mr. Ericxson. Mr. Adams, I have one question which you may 
have heard me ask a couple of the other witnesses. 

Your first remark on page 3, or under No. 1, you suggest install- 
ments for estate taxes, I am wondering, sir, if you feel it would be 
fair to charge the taxpayer interest on the amounts paid by 
installments ? 

Mr. Apams. Frankly, I haven’t given too much consideration to 
that, but I think it is well worth considering. 

Mr. Ertcxson. You feel the protection of the Federal revenues is a 
fair exchange for the alternative installments? 

Mr. Apams. The Government pays money for its money. I think 
the corporation should pay money for its money. 

Mr. Erickson. Thank you. 

Senator Morse. Thank you very much, Mr. Adams. 


STATEMENT OF WILLIAM CASTLEMAN, ILLINOIS INSTITUTE OF 
SOCIAL WELFARE, CHICAGO, ILL. 


Is Mr. Castleman in the room? 

I would like to insert in the record a letter which I have received 
from Mr, Castleman dated November 9, 1957, and also a copy of a 
mimeographed statement that Mr. Castleman has issued entitled 
“Editorial Letter, the Little Businessman.” 

(The documents above referred to are as follows:) 


ILLINOIS INSTITUTE OF SOCTAL WELFARE, 
Chicago, Iil., November 9, 1957. 
Hon. WAYNE Morse, 
United States Court House, 
Chicago, Ill. 

Dear SENATOR: The writer has for many years championed the cause of small 
business, believing that only a free competitive economy will enable the Nation 
to remain free. Today, we are witnessing the struggle between labor leaders who 
have aided in building up monopoly enterprise and those leaders of labor who 
desire that unions be fully free from any direct connections with big business. 

I need not tell you that the plight of small business is again reaching an acute 
stage. The inflationary process has greatly reduced the purchasing power of 
those with fixed incomes, such as people on State aid, social security, pensions and 
insurance annuities, also schoolteachers, Government clerks and others on low 
and inflexible salaries. 

I would appreciate the opportunity to be heard before your committee. 


Sincerely, 
Wo. CASTLEMAN. 


{From The Little Businessman—The Voice of Small Business] 
ARE WE HEADED TOWARD ANOTHER DEPRESSION ? 
By William Castleman 


When we begin to evaluate the present trend of business, it is not very difficwit 
to recognize the economic forces which operate in our midst that are gradually 
reducing the purchasing power of millions of our citizens with fixed incomes. 
And, when we take into consideraiton the technological changes which are tak- 
ing place in the production of commodities in the factories and on the farms, 
reducing the number of workers required, it is quite evident that it will not be 
very long before we will again have a large number of workers without jobs. 
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It will be useless to be like ostriches and bury our heads in the sand rather 
than to face the truth about our economy. To deny the facts that face many 
business concerns about the reduced purchasing power of people with fixed in- 
comes, is to deny that we face a continual increase in the cost of living. It is the 
height of folly to fear the truth. An expression of a man’s views does not chauge 
the economic trend of the country one bit. 

We do know from past history of depressions, that each depression that fol- 
lowed the previous one was much deeper and that unemployment was greater. 
Yet, we hear from many in political office the expression that the reforms made 
by the New Deal and the Fair Deal brought into play many stopgaps to prevent 
another depression. Can anyone point to one reform that could stop the iutro- 
duction of laborsaving machinery into our factories? Is there a reform that can 
stop the continuous increase in the cost of living? I do not know of one. We 
have gone into heavy debt to mak our Nation safe for democracy. But all these 
billions will come to naught if we fail to keep our Nation from having another 
depression. 

There is not one reform on our lawbooks that deals with the purchasing 
power of the millions with fixed incomes. Neither the Democratic nor the Re- 
publican administrations have ever offered a plan to reverse the present economic 
trend of reducing the purchasing power of our people. If the business of your 
community is poor, it is largely due to unemployment and reduced purchasing 
power of those on social security, old-age assistance, pensioneers, and many others 
with fixed income. 

The writer does not want to convey that there will soon be another depres- 
sion. I am merely pointing out the forces that are likely to produce another 
depression. I believe that we must begin to do something now to prevent it 
from coming. We must increase the purchasing power of those who do not have 
the ability to buy the primary needs of life sufficiently to keep in good health 
and security. If we make possible for the people in need to buy more of the 
goods in our stores, it will create jobs and help to reverse the present destruc- 
tive trend. 

We are indeed blessed to live in the richest country in the world. We have 
the ability to produce still greater wealth. We do not need to fear that if we 
remove proverty from our midst that we will be undermining our economy. The 
real danger will be if we fail to reverse the present trend before it is too late. 
Poverty paves the way for a demagog to become head of the Nation. 

If we help the people in need, not as charity, but as a pension for the aged, 
we will be making a real start to abolish our slums, reduce crime and the high 
cost of maintaining jails and hospitals. A $100 a month pension will not only 
help the needy of our State, it will help business everywhere in our communities. 


Senator Morse. Mr. Castleman, we have time to hear a brief state- 
ment that you prepared for the committee entitled “Freedom of 
Trade.” 

Mr. CastLeMan. My name is William Castleman. 

During the depression years and following those years, I was con- 
nected with a small-business group, and I have given a great deal of 
thought with regard to the tax structure. 

I believe in order to be fair to the millions of workers throughout 
the country that it would be impossible to look forward to give ‘small 
business exemptions without the workers claiming a similar exemp- 
tion. 

My advocacy has been to raise the exemption of the workers as well 
as small business so that they can gain that way without any discrimi- 
nation on the part of any group by the Government throughout the 
country. 

However, my great interest has been in trying to develop a fair 
relationship between the consumer and business, and I, therefore, 
have prepared a statement that I would like to read to you. 

The growth of small business is greatly handicapped by laws and 
bureaus. A free society cannot progress ‘when so many barriers pre- 
vent it from growing and prospering. 
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President Eisenhower recently stated that our economy is taking a 
breather. With unemployment increasing, smal] businesses through- 
out the country closing their doors and going out of business, if this 
means that our economy is going to breathe easier because of the de- 
mise of many small businesses, it is a tragic state of affairs. The 
many vacant stores in our city are mute evidence of a critical situation. 
Is this not the result of reduced buying power ? 

Prof. Neil H. Jacoby, of the University of California, in his book, 
Can Prosperity Be Sustained ? said : 

Price inflation during the past decade has pauperized millions of elderly and 
disabled Americans living on fixed dollar pensions, State aid, social security, and 
annuities. It has plainly squeezed the living standards of schoolteachers, Gov- 
ernment clerks, and others on low and inflexible salaries. Since 1941 more hu- 
man suffering has been visited upon Americans by the doubling of consumer 
prices than by unemployment. 

The continued reduction in the purchasing power of those on small 
fixed incomes, and the increase in unemployment is rapidly making 
most small business unprofitable. I recently read in a newspaper ar- 
ticle that a special joint action committee is now deciding, at the Presi- 
dent’s instigation and as part of the economy drive, which Federal 
grants-in-aid are to get the boot first. After two brief meetings and 
without hearings, it has proposed the reduction or elimination of 
United States grants for school lunches, education, water pollution 
abatement, and old-age assistance. 

A recent statement by the executive secretary of the Illinois Public 
Aid Commission calls for a cut in individual grants or a 1959 deficiency 
appropriation. If the cut takes place in Illinois, little business will 
receive another jolt that will empty many more stores. 

When we measure the well-being of our Nation by its high steel 
structures, by its beautiful parks and boulevards, its fine automobiles, 
that is a grave error of judgment. But when we measure our well- 
being by the condition of our poor and needy do we obtain a correct 
evaluation of the social justice prevailing. We are mighty when the 
well-being of all our citizens is in a fair state of security. Rome had 
its fine buildings also and its freedoms. The death of the Roman Em- 
pire was not an accident. Their history has given us a good yardstick 
to measure our security and well-being. 

The trade barriers which have been raised up in our midst in the 
last half-century must be torn down before it is too late. Richard 
Cobden said 150 years ago that— 
the less men tampered with the natural laws of trade the better the chance 
they have to prosper. 

Had not technological progress been hampered by monopolistic ele- 
ments in our midst, the Nation would by now be free from poverty. 
Even our scientists have had their freedom curtailed by political red- 
tape and prejudice. 

he excessive profits piled up in the last decade by massive corpora- 
tions, coupled that with the waste, inefficiency, and corruption in many 
of our national, State, and local government departments, has been 
responsible for a great part of the inflation in the past decade. That 
is why we have placed a greater burden on our poor and needy. 

If we are to save our democracy from the ruthless competition that 
will be developed by the Communist nations in the next 10 years in 
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the world’s markets, we will need to tear down the many barriers 
which prevent freedom of trade in our country. 

Government bureaus that were initially created to protect the pub- 
lic interest, and that have now become the tools of monopolistic busi- 
ness, should be restrained from interfering with freedom of trade, 
communication, and transportation. Our post offices must be brought 
up to date technologically. Our Patent Offices must enable patentees 
to obtain their patents in a Short period of time, so that new fields of 
investment, can be opened, new factories started, opening many new 
jobs for workers, new advertising progr ams, et cetera. 

It is high time that business, labor unions, and government operate 
on the highest ethical and moral plane. No one must be permitted 
to thwart the freedom of trade unless it is done to advance the public 
interest. Unethical and corrupt business practices should be quickly 
punished by law. Corruption, waste, inefficiency, and incompetency 
should not be overlooked in all branches of our Government and be 
dealt with promptly and fearlessly, if we are to attain freedom from 
want. A free government must exist for all the people, not merely 
for the few. 

Senator Morse. Thank you very much, Mr. Castleman. 

Are there any questions ? 

Senator Tuyr. Mr. Chairman, I would like to have Mr. Castleman 
outline what he would propose as a reform in our postal system. 

Mr. CastLteMAn. Well, I am of the opinion that we are still oper- 
ating our post offices as we used to 40—50 years ago. 

Senator Tuyr. In which manner? Do you mean the way you han- 
dle mail ? 

Mr. CastLeMAN. From a technical point of view. 

Senator Tuyen. I beg your pardon ? 

Mr. CastteMANn. In order to facilitate efficiency in the post-office 
departments. 

Senator Ture. Well, they have instituted some technical changes in 
the method of handling mail. 

Mr. Castteman. Recently; yes. 

Senator Tuyr. But it was a general statement of charges. That 
is what led me to ask about the post office for the reason that there 
has been considerable debate in the last 6 months on that very ques- 
tion as to whether they should have additional funds—revenue, of 
course, of the post office goes to the Treasury and Congress votes the 
fund out. 

However, I was interested in whether you have made any specific 
study of what phases of our postal ope rations might be changed. 

Mr. Castteman. I have none. I just gathered my thoughts from 
what I have seen illustrated in pictures. 

Senator Ture. Would you propose a rate increase ? 

Mr. CastLEMAN. Rate increase ? 

Senator Toye. Yes? 

Mr. CastLEMAN. In certain fields, yes. 

Senator Tuyr. Which, for instance? 

Mr. CastLEMAN. In the field of delivering second-class mail. 

Senator Tyr. What about first-class? Do you propose any specific 
changes ? 

Mr. CasTteman. Only where special services are required. 
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Senator Tuy. You wouldn’t, say, to go up another cent or more on 
first-class mail, and airmail ? 

Mr. Castteman. No. I think once we establish efficiency in delivery 
of mail it will not be necessary. 

Senator Tuye. Thank you. 

Senator Morsg. Mr. Erickson ? 

Mr. Ertcxson. No questions. 

Senator Morsr. Thank you very much, Mr. Castleman. 

There will be inserted in the record at this point a letter to the com- 
mittee under date of August 15, 1957, from Mr. G. F. Ziv, of the Ziv 
Steel & Wire Co. Also to be inserted at this point are a telegram to 
the committee from the Honorable Richard J. Daley, mayor of Chi- 
cago; a statement by Mr. William B. Poinsett, president, Myers-Cox 
Co., Dubuque, Iowa; a statement submitted by Chicago Pharmacal 
Co., entitled “Memorandum for Senate Small Business Committee 
Hearings on Impact of Federal Taxation on Small Business”; and a 
statement by George A. Howser, vice president, Huber-Warco Co., 
Marion, Ohio. 


(The material above referred to is as follows :) 


Ziv Stree, & WIRE Co., 
Chicago, Ill., August 15, 1957. 
Hon. JoHN SPARKMAN, 
Senate Office Building, 
Washington, D. C. 

Dear SENATOR SPARKMAN: I have read the article in the Wall Street Journal, 
to the effect that you have announced the Senate Small Business Committee will 
conduct a nationwide series of hearings on tax problems of small companies 
this fall. If a session is to be held in Chicago, we will gladly attend. If not, 
we would like to go on record with our recommendations, which we think will 
help small business. 

Income tax.—We feel a graduated income tax, instead of the present 52 per- 
cent on amounts over $25,000, will help small business. In our opinion, a gradu- 
ated tax will help the economy of the country, as it will give small business 
money to spend for expansion and improvements, thereby creating more work. 

Terms of payment of income taxz.—At present, corporations must pay income 
tax in two installments—March 15 and June 15. This impairs the cash position 
of small business. It would help greatly if the taxpayment could be made like 
it was originally, namely, paid quarterly—March, June, September, and Decem- 
ber 15. 

Small business, as well as large business, as a general rule, is compelled to 
borrow money to pay the Federal income tax. If the taxpayment could be 
liberalized, it would help greatly, and we are confident it would help small busi- 
ness as well as large business. 

Respectfully, 
G. F. Ziv, President. 


CHICAGO, ILL., November 8, 1957. 
Hon. JoHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate Building, Washington, D. C.: 


I appreciate it very much that your Mr. William Erickson contacted my office 
to facilitate my appearance before the committee and I regret that previous com- 
mitments make it impossible for me to be present. My thanks to you for arrang- 
ing for the appearance of witnesses whose names were suggested through my 
office. 

Kindest personal regards. 
RIcHARD J. DALEY, Mayor. 
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STATEMENT OF WM. B. POINSETT, PRESIDENT, MyEeRs-Cox Co., DUBUQUE, IOWA 


My name is Wm. B. Poinsett and I am the president of the Myers-Cox Co., a 
wholesale distributor of cigarettes, cigars, tobacco products, candy, confection- 
ery, and related items, within a territory embracing 7,500 square miles. I appre- 
ciate this opportunity to tell this committee why I feel the tax laws of our 
country impinge more severely upon small business than upon any other area 
of our economy. 

It is my feeling, based upon close and intimate association with the smallest 
of small business, the little retail store or the little retail stand, that the basic 
problem affecting small firms lies in the fact that they are almost uniformly 
thinly capitalized. I service approximately 15,000 customers in the course of my 
business and it is my guess that at least 80 percent of them do not have the 
financial wherewithall to survive upon their own. They hang on solely by hope 
and by my willingness, and the willingness of other wholesale suppliers, to ex- 
tend them credit based on nothing more than the knowledge of their integrity. 
I have read numerous tests which tell me that the small-business man is one of 
the bases of our economy and yet I am constantly surprised to discover how 
little our Government does for the small business. 

This applies especially in the fields of taxation. The income of little business 
is taxed at so high a level that there is little or no surplus available for the 
small-business man to augment his capital structure. 

As I have said before, the major problem of small business lies in its thin 
capitalization. Unless the Federal Government gives small business some en- 
couragement to add to its capital structure, I do not see much hope for the 
future. 

I have considered the memorandum for witnesses distributed by this com- 
mittee and it strikes me that one of the most constructive suggestions there pre- 
sented is the one that will permit businessmen to take a deduction for additional 
investments during the taxable year. This suggestion makes sense to me. When 
the Government encourages a man to invest in himself, it encourages a good 
business and it fosters a more stable economy. I strongly urge the adoption 
of such an amendment to the internal revenue laws by the Congress of the 
United States. 


MEMORANDUM FOR SENATE SMALL BUSINESS COMMITTEE HEARINGS ON IMPACT OF 
FEDERAL TAXATION ON SMALL BUSINESS, By W. B. TAytor, JR., PRESIDENT, 
CHICAGO PHARMACAL Co., CHICAGO, ILL. 


We believe the necessity for tax relief and tax reform is apparent to all business- 
men as well as all responsible students of economics who favor American free 
enterprise. To those who question this necessity, we wish to point out that 
our present income taxes, both corporate and individual, stifle incentive and 
penalize the able, thrifty, and ambitious citizen for the benefit of no one but the 
free spending bureaucrat. Why should anyone exert himself to greatly increase 
his income when most of the increase is taken from him in income tax? 

Even more pernicious is the effect of our tax system on our overall economy, 
because of the high percentage of investment income destroyed by it. ‘Those who 
would ordinarily be investing considerable sums in new enterprises, new plants 
and machinery, and expansion programs to increase our national production, 
national income and supply of jobs, are obliged to pay most of their surplus and in 
many instances all of it for income taxes. 

The heavily graded income tax and inheritance tax is a Marxian device, cleverly 
calculated to destroy free capitalistic enterprise and as such, certainly has no 
place in our American economy. There is no justification for this type of tax 
except in the Communist concept. Because of the shrinkage of investment capi- 
tal, large borrowings for corporate financing are necessary and we believe this 
is one of the things Lenin had in mind along with constantly growing public debt, 
when he predicted that we would strangle ourselves with our own bonds. Our 
present tax system is unjust, immoral, extortionate, inexpedient, and uneconomic, 
since in all probability it long since passed the point of diminishing returns inso- 
far as income to the Government is concerned. It is my firm conviction that it 
cannot long continue without destroying private enterprise as we know it. 











728 TAX PROBLEMS OF SMALL BUSINESS 


A few years ago when our small corporation found it necessary to provide added 
space to take care of a growing business, we were obliged to borrow the money 
ona 10-year mortgage although at that time the corporation income tax for 
about 2 years would have paid for the needed building. Our company is closely 
controlled and at about the same time, I calculated that the total of all taxes 
paid by the corporation the preceding year exceeded the total income received 
from it by my brother, my father, and myself who had devoted a total of approxi- 
mately 130 hard work years to its operations. This does not seem right nor 
reasonable. 

Because of large depreciation allowances, greater borrowing capacity, and 
other advantages accruing to the large corporation which are too numerous and 
complex to be included here, there is no question in my mind that small business 
is at a decided disadvantage under our present system. Nevertheless, it would 
not, in my opinion, be desirable to enact stopgap legislation to relieve the strain 
on small business. The entire Revenue Act should be revised as fairly and 
reasonably as possible, with complete eradication of its Communist flavor, elimi- 
nation of the double tax on dividends, and provision for adequate revenues for 
operation of the Federal Government the only objective. General improvement 
of the business atmosphere will result, and all business as well as all individuals 
will be benefited. 

Since H. R. 6452, introduced by the Honorable Antoni N. Sadlak, of Con- 
necticut, provides a moderate and gradual approach to this problem, I favor its 
passage. It is not certain by any means that it would result in a reduction of 
Government revenue, and, if it should do so for a time, the effect might be 
salutary. It is generally believed—and, I think, rightly—that there is much 
waste and inefficiency in Government which could and should be eliminated for 
the benefit of the American people, and I further believe that, if we are ever to 
reduce the Federal budget and expenditure, we must first reduce taxes, since 
it becomes increasingly apparent that bureaucrats will spend any amount of 
money, however great, which is available to them. 


STATEMENT OF GreorcE A. Howser, VICE PRESIDENT, HuUBER-WARCO Co., 
MARION, OHIO 


My name is George A. Howser. I reside at 919 Leetonia Road, Marion, Ohio. 
I am vice president of Huber-Warco Co., manufacturers of road rollers, road 
graders, and maintainers. Our company employs less than 500 people, manu- 
factures 35 different types and sizes of road machinery, and competes in the 
road-machinery market with 7 United States manufacturers and 25 foreign 
manufacturers. Of our 7 United States competitors, 3 have warehouse arrange- 
ments in South America and 1 has a manufacturing plant in Brazil. 

In the year 1952, as a means of furthering our volume of business and 
attempting to meet the prices of foreign, as well as United States, competitors 
in the procurement of business in Central and South American countries, we 
thoroughly investigated the Western Hemisphere trade provisions of section 
109 of the Internal Revenue Code as established by the Revenue Act of 1942. 

We were impressed with the Senate Finance Committee’s report in 1942, 
wherein it was stated that section 109 was designed to assist in eliminating 
the competitive disadvantages of United States manufacturers when competing 
against foreign manufacturers of like products in sales to customers in the 
Western Hemisphere; that, as a means of alleviating such inequity in compe- 
tition, the surtax liability would be removed on shipments made by United 
States manufacturers within the Western Hemisphere. 

We further studied and analyzed the many law journals and trade-magazine 
articles written about the subject of Western Hemisphere trade companies. We 
reviewed, with deep concern, the Treasury regulations that stated that the 
source of income would be determined in accordance with section 119 of the 
Internal Revenue Code, as revised in 1942, whereby the place of sale and the 
source of income would be determined according to the country wherein title 
passed, contrary to our historical understanding that title passed in the coun- 
try where the line of credit existed. 

From our full study, it was the opinion of the directors of our company that, 
even with the restrictive interpretations of the Commissioner of Internal Rev- 
enue, it would still be to the best interest of the company and its employees 
to establish a Western Hemisphere trading corporation. The purpose of this 
determination was so that our company could again compete with foreign manu- 
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facturers and with our United States competitors who warehoused in Central 
and South America, because of the additional 14 percent differential offered by 
section 109, Internal Revenue Code (now sec. 921 of the Internal Revenue Code 
of 1954). 

Accordingly, in the fall of 1952, Huber-American, Inc., a totally owned West- 
ern Hemisphere trading corporation subsidiary, was established. 

Since the date of incorporation, Huber-American, Inc. has been investigated 
twice by the Internal Revenue Service. In both instances, our procedure, our 
title-transfer provisions, and our operations in general have all been in com- 
plete conformity with the three basic conditions of a Western Hemisphere trad- 
ing corporation. Namely, that all of the company’s business has been done 
within the Western Hemisphere, with no transshipment; that more than 90 
percent of its income has been from the active conduct of a business, and that 
95 percent of its income has come from sources outside the United States. In 
other words, gentlemen, we have enjoyed a clean bill of health in both investi- 
gations. 

Reflecting back over the experience of our Western Hemisphere trade corpora- 
tion, we now question the soundness of our judgment 5 years ago. We wonder 
if in our naivete we weren’t overly impressed by the stated purpose of the 1942 
Revenue Act as it related to Western Hemisphere provisions. 

We do not feel that the provisions alleviated competitive inequities between 
our company and foreign corporations. 

We do not feel that the provisions have narrowed the gap of competition between 
small United States manufacturers that cannot afford warehousing facilities in 
South American countries and large United States manufacturers who do have 
such warehousing arrangements. 

Most important of all, we do not believe the Western Hemisphere trade pro- 
visions of section 109 (now sec. 921 of the Internal Revenue Code of 1954) have 
promoted the good-neighbor policy between United States manufacturers and 
Central and South American customers. 

Gentlemen, it is our belief that the above-enumerated purposes have not been 
accomplished because of one major deterrent of the Western Hemisphere trade 
provisions, and that is the title-retention requirement placed upon United States 
manufacturers to secure the advantages of relief from the surtax liability. 

We do not believe we are alone in our conclusions. I assure you, representa- 
tives from any Western Hemisphere trading company would confirm our thoughts 
that the placement of transfer of title has no business or economic effect upon the 
needs of United States manufacturers in competing with the manufacturers of 
foreign countries. 

Further, small companies, like our own, find foreign warehousing or foreign 
branch operations, merely for the purpose of passing title outside the United 
States, excessively expensive. To our large United States competitors, the 
expense of warehousing does not present such a problem. We do not believe 
such inequities in trade was the intent of the lawmakers in passing the Western 
Hemisphere trade provisions. 

It is our avid conviction that small companies should have the same tax 
advantages available to them when competing for Central and South American 
business that large corporations have who can arrange to have title transferred 
in the foreign country by use of the warehousing system. To this end, we were 
heartened when we recently read that a representative of the Treasury Depart- 
ment, while testifying before the subcommittee of the Committee on Banking 
and Currency, United States Senate, conceded that, by the terms of the present 
Western Hemisphere Trading Act, there is discrimination against small 
businesses. 

As a means of acquainting you more thoroughly with the problems confronting 
the small United States manufacturer brought about by the restriction of the 
title-retention requirement, I will cite to you a few of the experiences of our 
corporation. 

During the forepart of 1957, the Ministry of Public Works for the Government 
of Chile requested quotations from all major road-grader manufacturers through- 
out the world, for the purchase of 60 off-highway units. Huber-American, Inc., 
our Western Hemisphere corporation, submitted a firm contract price bid of 
$944,415. Accordingly, we were advised that our company was low bidder. 
We were further advised that, because of the limited financial ability of the 
Chilean Ministry of Public Works, financial assistance of a New York City fac- 
tor was going to be used; that the factor would act as a United States purchasing 
agent for the Chilean Ministry of Public Works and would require that all bills 
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of lading and invoices be made to his order in New York City. All efforts on 
our company’s part to request that Huber-American, Inc., be permitted to ship 
the units to itself in Chile, to conform with the title-retention provision, were 
futile. We were accused of dictating the terms of sale by the Chilean Gov- 
ernment. We were confronted with the charge of failure to comply with the 
terms of our contract, by our Chilean distributor. And, in the end, we were 
forced to reject the business because our parent corporation, faced with the 
additional 14-percent surtax on a conventional sale, would have had to sell the 
units below manufacturing costs. To the best of our knowledge, this business 
is now to be awarded to either a United States competitor who has certain of 
the required units warehoused in South America and can take advantage of the 
surtax exemption on at least those units already in South America in compliance 
with the title-retention provision, or to a foreign manufacturer. In neither in- 
stance will the Chilean Government be satisfied, for a preference had been 
expressed for our units, and the bid price of our two competitors was not as 
satisfactory to them as ours. I am certain the congressional intent in approving 
the 1942 revision of section 921 of the Internal Revenue Code was not to create 
instances such as this. 

Another specific example also occurred during this year in the country of 
Mexico. A private logging company was preparing to construct roadways into 
the hinterland to open up a new supply of virgin timber for the paper industry 
of Mexico. Time was of the essence to this operation, but financing ability 
was also limited. Our company has enjoyed a fine business climate in the 
country of Mexico in the past, and the decision was made to reduce the price 
of these units to the bare minimum as a means of maintaining our competitive 
position in Mexico and to serve well a customer of long standing. As a means 
of conserving American dollars, the customer decided to use the services of an 
American buying agent who, through the use of full-load transportation rates, 
could ship the equipment we were to furnish as well as equipment furnished by 
other manufacturers in the United States, in one trainload. 

Once again, because of the title retention restriction of section 921, I. R. C., 
we were neither able to offer the additional 14-percent reduction in price avail- 
able through the mediums of our Western Hemisphere company, nor were we able 
to obtain the order through the parent corporation since it could not absorb 
the additional price reduction. As previously stated, time was of the essence 
to this purchaser and it was, therefore, necessary for the customer to purchase 
like equipment manufactured by a foreign competitor that was warehoused in 
Mexico. All of this was to the complete dissatisfaction of the customer. 

Other instances highlighting the barrier to Central and South American 
trade brought about by the title retention restrictions are quickly shown by the 
fact that our company’s distributors in Ecuador, French Guiana, Dutch Guiana, 
and most of the Caribbean Islands, refused to subject their customers to the 
technical requirements demanded for our company to retain title until the 
equipment has reached the point of destination. 

Difficulties have arisen in other South American countries which require 
that marine insurance coverage upon equipment destined for their respective 
country must be carried with an insurance company within their country. This 
restriction is established so that in the event of marine loss, payment will be 
made in the local currency of that country. Specific countries having this 
reguirement are Colombia and Venezuela. Brazil is contemplating such action. 
In such instances, the customer must insist upon the use of insurance companies 
of his country. Further, the laws of this country restrict any endorsement 
being made upon the policy to an American manufacturer. Confronted with 
these restrictions in South American countries, compliance with the title reten- 
tion requirement of the Commissioner of Internal Revenue creates a hardship 
of only nuisance value upon United States manufacturers. 

It is most difficult for me to believe that restrictions such as these on com- 
merce between representatives of two countries accomplishes any good purpose. 

We are, therefore, seeking your assistance for congressional relief from the 
restrictions placed on Western Hemisphere trade corporations in their com- 
merce with our neighbors to the south. 

We submit to you that the title retention restriction placed upon trade by 
the Commissioner of Internal Revenue is inequitable, serves no logical purpose, 
and fails to eliminate competitive disadvantages between United States manu- 
facturers and foreign manufacturers. 

We respectfully suggest that the ultimate destination of the equipment 
should determine whether a United States corporation needs tax relief to aid 
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it in competing with foreign corporations. We further suggest that the re- 
moval of the title retention restriction would place the small United States 
manufacturer on a more equal basis with the large United States manufacturer 
who can afford warehousing facilities in Central and South American countries. 

In conclusion, we believe such change in the Western Hemisphere trade 
provision would serve to increase the tax revenue of the United States, despite 
the reduced tax rate on Western Hemisphere shipments: 

We believe this statement to be true, for by increasing the export business 
of United States manufacturers, more employment would be created within this 
country and the tax revenue from taxes at this source would offset and exceed 
the reduced rate on Western Hemisphere shipments. 

We ask your diligent investigation and corrective legislation of this matter. 


Senator Morse. The hearing will stand in adjournment until 2 p. m. 
The first witness will be Mr. P. F. Goodrich, president, on 
Telephone Corp. 
(Thereupon, at 12 noon, the committee recessed to reconvene at 2 
p. m., of the same day.) 
AFTERNOON SESSION 


Senator Morse. The hearing will come to order. 
Our first witness will be Mr. P. F. Goodrich, president of the 
Indiana Telephone Corp. 


STATEMENT OF CLAUDE WARREN, CERTIFIED PUBLIC ACCOUNT- 
ANT, ARTHUR ANDERSON CO., INDIANAPOLIS, IND. 


Mr. Warren. Mr. Chairman, I am Claude Warren from Indian- 
apolis. I have been requested by Mr. Goodrich to present the state- 
ment in his behalf. 

Senator Morsr. We are delighted to have you. Please be seated. 

Mr. Warren (reading) : 


WRITTEN STATEMENT OF P. IF. GoopRICH, PRESIDENT, INDIANA TELEPHONE Co., 
INDIANAPOLIS, IND. 


My name is P. F. Goodrich. My address is 711 Electric Building, Indianapolis, 
Ind. My age is 68 years. I am a graduate of Wabash College and of Harvard 
Law School. I am president of Indiana Telephone Corp. (which has its main 
business office in Seymour, Ind., and serves approximately 35,000 telephone sta- 
tions in southern Indiana) ; vice president of Batesville Telephone Corp. (which 
has it main business office in Greensburg, Ind., and serves approximately 4,352 
telephone stations in southern Indiana and largely in 1 county) ; and vice presi- 
dent of Public Telephone Corp. (which has it main business office in Greens- 
burg, Ind., and serves approximately 6,229 telephone stations in southern 
Indiana and largely within 1 county). 

My statement to the select committee covers only one relatively narrow aspect 
of the impact of Federal taxation on business, but this one aspect is singularly 
important to the economic system of the United States. It is this: 

The Internal Revenue Code requires that depreciation expense be computed on 
the basis of the original cost of depreciable property—regardless of the time such 
property was purchased—wholly disregarding changes in the price level and the 
decreasing purchasing power of the dollar. 

It is common knowledge that the purchasing power of the dollar has declined 
approximatly 50 percent since 1940. The dollar, being nothing more than a 
medium of exchange—a counter—is valuable only in terms of what and how 
much it will purchase. Monetary inflation distorts values measured in terms 
of the usual and ordinary measuring stick—the dollar—because it distorts the 
measuring stick itself. Economic values must be measured by a measuring unit 
that is stable and which always has the same value if meaningful and com- 
parable results are to be produced. In measuring the size of a building, we use 
feet each of which is 12 inches long. The measuring unit never fluctuates. But 
in measuring economic facts and values, we use the dollar, disregarding the 
fluctuations in its value. 
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History records some of the methods used by kings and governments to 
increase the supply of money. One early popular method was to punch a hole 
in a coin and then make another coin from the part punched out. Another 
favorite method was to make the coins out of cheap metal and merely wash 
them with a fine coating of gold or silver. Increasing the supply of money by 
whatever method, without a corresponding increase in the supply of valuable 
goods, is pure monetary inflation. Once started on the road of inflation, few 
governments have been able or willing to stop or retreat or repudiate their 
course without disaster. When the harm done by inflation is sharp and dra- 
matic, the harm is easy to see and thus more susceptible to earlier, albeit 
radical, correction. But when the harm is inflicted slowly, it is more difficult 
to see and thus slowly corrected. 

In the telephone business (as in most utilities and many other businesses) 
the bulk of the investment is in long-lived property—poles, wire, cable, switch- 
boards, et cetera. That property has an overall useful life of approximately 
20 years. One of the costs or expenses of rendering telephone service is the 
eost or expense involved in the consumption of the property—depreciation. 
The Internal Revenue Code recognizes such expense as a proper operating 
expense ; but requires that such expense be computed by amortizing the original 
cost of the property over its useful life. Telephone property purchased in 
1945 was purchased with 1945 dollars; in 1957 it is being consumed in 1957 
dollars; but it is being charged in 1945 dollars. Thus, the depreciation charge 
is understated. 

The understatement of.expense causes an overstatement of profits and a 
corresponding overpayment of Federal income taxes. The Federal income 
tax then ceases to be a tax on net income and becomes a tax on capital. 

All expenses of a telephone company (and any other business) are incurred 
in current dollars—all except the expense of consumption of the property; i.e., 
depreciation. All revenues (income) are received in current dollars. In pre- 
paring the annual income statement and the Federal income-tax return, all 
revenues received are added; all expenses are added and then deducted from 
tota revenues to get net income; and all are stated in 1957 dollars—all except 
the depreciation expense. 

It is calculated in different dollars, but those different dollars (1940, 1945, 
1950, et cetera) are treated the same as the 1957 dollars. Unlike monetary 
units are being added together as if they were the same. Unlike monetary 
units cannot be added together to produce a meaningful result any more than 
2 apples and 2 oranges can be added together and produce a meaningful 
result. There is no more similarity between a 1945 dollar and a 1957 dollar 
than there is between an apple and an orange. 

When the purchasing power of the dollar declines and when our telephone 
property installed in 1945 is consumed and must be replaced, we find that the 
cost of replacement is about twice the cost of the property we replaced. Theo- 
retically we should have recovered, through the depreciation charge, the cost 
of the wornout property—but the true economic fact is that we are not permitted 
to do so because the Internal Revenue Code does not recognize the decline in the 
purchasing power of the dollar. A fact of which any businessman or housewife 
is well aware. 

Where then shall we find the dollars to replace the property worn out? The 
dollars we have recovered in depreciation will buy only half enough property 
to replace the property worn out. Where do we find the rest of the dollars? 
Some of us will not be able to find it—it is gone—confiscated by a tax called a 
tax on net income, but in fact a tax which confiscated property. 

The prospects of stopping the downward movement in the value of the dollar 
are indeed gloomy, if any at all. The Federal income tax itself is an inflationary 
force. The Government debt, the requirements for military preparedness and 
defense, the apparently insatiable desire of the Government to regulate, control, 
and participate in all aspects of human activity, and the innate inability of the 
Government to produce economic value all points to the road of continued infla- 
tion. Although there is room for debate on the merits of those issues, it seems 
clear that the general level of prices will be upward and that the dollar in any 
year will be less valuable than the dollar of the previous year, with perhaps 
some short-term exceptions. 

The impact of property being consumed without full compensation for it is 
especially alarming to small business. Big business can sell its securities in 
the money market; but in doing so misleads the prospective buyers of its securi- 
ties by presenting financial information which does not include the current cost 
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of property consumed. The money market does not supply the capital for small 
business as it does for big business. 

By and large, the capital for small business comes from one person or a small 
group of people and from profits retained in the business. When those profits 
are overstated and taxes on income overpaid, and when the cost of property con- 
sumed is understated, a major source of capital for small business is depleted. 
The small business must not only earn a fair profit but also it must recover the 
true present cost of its property consumed in order to maintain its business 
integrity. 

The remedy and relief for the businessman who has invested his capital in 
long lived property lies in amending the Internal Revenue Code to permit charg- 
ing for consumption of property—depreciation—on the basis of the current value 
of the dollar. At the very least, this will permit a charge for depreciation 
measured with the same measuring stick as all other costs (and revenues) are 
measured and thus produce the true economic result of the operations of the 
business during the year. 

The remedy and relief suggested is not without precedent. Until a few years 
ago, the Internal Revenue Code required inventory accounting to be on the first in, 
first out (FIFO) method. Businesses which had the bulk of their investment in 
short lived property (inventory) found that during periods of inflation, the FIFO 
method caused the cost of the inventory sold (property consumed) to be under- 
stated, which caused profits to be overstated and caused an overpayment of taxes 
on income. 

This, of course, caused an erosion of capital to the point that the business could 
not replace the inventory sold with the dollars received therefor because new 
inventory had to be bought with the then current, lower value dollar. The Inter- 
nal Revenue Code was amended to correct the problem and permits inventory to 
be accounted for on the basis of last in, first out (LIFQO), thus placing inventory 
businesses substantially on a current cost basis. 

The cost of property consumed must be measured with the same measuring unit 
as all other costs. The current dollar is the measuring unit for all other costs 
and must also be used for measuring the cost of property consumed. 

The Internal Revenue Code must be amended forthwith to correct a burden- 
some inequity which has existed far too long. Failure to do so means continued 
and intentional confiscation of property. 

Attached to this statement is the annual report of Indiana Telephone Corp. 
for the years 1955 and 1956 which shows in detail the point covered herein; and 
also attached is a bibliography concerning the subject matter of this statement. 


Thank you. 
Senator Morse. The bibliography will be made a part of the record 
at this point. 
BIBLIOGRAPHY 


Paton, William A., Corporation Accounts and Statements, an Advanced Course, 
523-565, New York, The Macmillan Co., 1955, 

Von Mises, Ludwig, The Theory of Money and Credit, New Haven, Yale University 
Press, 1953. 

Spacek, Leonard, managing partner, Arthur Andersen & Co., address before 

Financial Analysts of Philadelphia, Philadelphia, Pa., March 15, 1956, “Are 

Industrial Common Stocks Selling on Fictitious Earnings?” 

, Address before Henry George School of Social Science, 78th commerce and 

industry luncheon, Chicago, Ill., October 4, 1956, “‘The Elusive Truth of 

Business Profits.” 

—,Address before Milwaukee Control, Controllers Institute of America, Feb- 
ruary 12, 1957, “Professional Accountants and Their Public Responsibility.” 

— —, Address before The Cincinnati Control of the Controllers Institute of Amer- 
ica, September 10, 1957, ‘Inflation in Business.” 

Welch, Francis X., “How Many Sides Has Regulation?” Telephony, June 22, 1957. 

——, “In the Nation’s Capital’ (Editorial), Testimony, July 6, 1957. 

Wick, James L., “Can You Outsmart Inflation? If Not, What Can You Do To 
Stop It?’ Human Events, volume XIV, No. 9, article section, March 2, 1957. 

“Why Rome Fell—The Effects of Bureaucracy, Taxes, and Inflation,” Humana 

vents, volume XIV, No. 18, article section II, May 4, 1957. 

“Inflation and Postwar Profits,” Capital Goods Review, No. 12, Machinery and 
Allied Products Institute, 1200 18th Street NW., Washington 6, D. C., 
November 1952. 
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“Postwar Versus Predepression Profits of Manufacturing Corporations,” Capital 
Goods Review, No. 25, Machinery and Allied Products Institute, 1200 18th 
Street NW., Washington 6, D. C., February 1956. 

“Underdepreciation From Inflation,’ Capital Goods Review No. 29, Machinery 
and Allied Products Institute, 1200 18th Street NW., Washington 6, D. C., 
February 1957. 

“Economie Depreciation or Capital Recovery Under Changing Price Levels,” 
Project Committee Report to Edison Electric Institute Depreciation Account- 
ing Committee, American Gas Association Depreciation Accounting Com- 
mittee, and American Gas Association Economics Committee, March 1955. 

Lonngqvist, Ivar, “Depreciation of Plant, Property, and Equipment on the Prin- 
ciples of Replacement Cost Evaluation,” Telefonaktiebolaget, L. M. Ericsson, 

Annual Report of United States Steel Corp., 1956. 

“Business Profits—Fact or Fable?’, A Study by the Business Executives’ Re- 
search Council of Greater Chicago and Northwestern University (pts. 1 
and 2). 

Iowa-Illinois Gas and Electric Company v. City of Fort Dodge, Iowa (1957, 85 
NW2 28). 

Survey of Current Business, November 1956, United States Department of Com- 
merce, Office of Business Economics, esp. at page 11 and page 19. 


Senator Morse. The annual reports to stockholders of the Indiana 
Telephone Corp. for the years ending December 31, 1955, and Decem- 
ber 31, 1956, will be appended to the record as an exhibit. 

(The documents above referred to are as follows:) 


INDIANA TELEPHONE Corp. ANNUAL REPORT TO STOCKHOLDERS FOR THE YEAR END- 
ING DECEMBER 31, 1955 


INDIANA TELEPHONE CorpP., 
Indianapolis, Ind., March 15, 1956. 


To the Stockholders of Indiana Telephone Corp.: 


Herewith are financial statements of the company for the calendar year 1955, 
which were prepared from the annual audit ending December 31, 1955, together 
with other important data for the purpose of additional infotmation and com- 
parison. The audit was made by Herdrich, Boggs & Co., certified public ac- 
countants of Indianapolis, Ind. 

The special studies and data herewith, to the extent that they involve account- 
ing work and practices, were also prepared by said accountants. The basic engi- 
neering and economic data used herewith were prepared by Earl L. Carter, 
former chief engineer of the Public Service Commission of Indiana and an 
engineer of outstanding reputation in this field and as an expert witness per- 
taining to telephone plant, its operating condition, cost, and the values thereof. 

The station gain of 1955 was the largest single year gain in the company’s 
history, during which period 2,455 new telephones were added. At the end of 
the year we hi ud 82,851 company owned and 477 service stations in service or 
a total of 33,328. According to = present outlook, the station gain for 1956 
should be about like that of last yea 

The income and expense ottawa as you will note, show our revenues and 
expenses still increasing. However, you will also note that our net income 
(after all taxes including Federal income taxes, bond interest and preferred 
stock dividends) applicable to common stock is less than last year. We men- 
tioned last year that, in our opinion, a rate increase would be necessary during 
the year 1955. This did not materialize, however we will now apply for proper 
rate adjustments. 

We are progressing satisfactorily at this time with our building program 
covering the new exchange building and new equipment at our Seymour ex- 
change. The approximate completion date will be deferred several months due 
to a quicksand problem which we encountered on the original site. 

The Indiana-Kentucky Corp. powerplant near our Madison, Ind., exchange 
referred to in our letter to stockholders last year is progressing along the 
pattern outlined therein. All of the generating units are now in operation. 

The territory served by your company is on the Ohio River at Madison, Ind. 
The rest of the territory is in the valley of the Ohio River or of other streams 
which flow into the Ohio River toward the Mississippi River. 
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This, together with other natural features of the area, continues to make it 
extremely difficult to anticipate developments. High voltage electrical power 
is now being transported from these areas to more distant points with the re- 
sult that it is displacing the haulage of coal by the railroads to said points. 

This is another factor tending to make more unpredictable the development of 
this area. 

GOVERNMENT LOANS FOR RURAL DEVELOPMENT 


In the stockholders’ letter, dated March 15, 1955, we commented on the difficulty 
presented by the Federal Government’s lending through its REA (Rural Electri- 
fication Administration) money at low interest rates for a high percentage of 
plant value for a long term to subsidize rural telephone development. 

At the time the telephone-loan amendment to the REA Act was under debate in 
Congress, we expressed our opinion that it was unsound governmental activity. 
We are still of that opinion. It is, nevertheless, the law of the land, and, under 
the circumstances, it now seems to us that our proper function should be to uti- 
lize this financial facility in our territory. 

For this purpose we have organized a company named Ohio Valley Telephone 
Corp., and it is presently the owner of the telephone plant at Edwardsport, Ind. 
This corporation will be set up in a way to protect properly your interests. 

This company has applied for a Government low-interest-rate, long-term loan. 
Under proper arrangements we will provide this operation with the best manage- 
ment we can give it and (subject to the approval of the governmental bodies in- 
volved), utilize this facility to develop reasonable service to the best of our 
judgment and in accordance with the intent of the law. 


OBSOLESCENCE 


In our report of March 15, 1955, we briefly mentioned the purchase of the new 
Ericsson crossbar automatic switching equipment for our Seymour exchange, 
which equipment is available for the first time for exchanges the size of Seymour. 
Our acquisition of this advanced equipment should be completed and in operation 
during the year 1956. 

By the end of 1956 we should be serving approximately 51 percent of our sub- 
scribers with automatic equipment. We are hoping that we can operate the 
company so that it will be possible to acquire for our exchanges the most ad- 
vanced equipment as is commensurate with sound business judgment. 

Also, in our report of March 15, 1955, we briefly mentioned the question of ob- 
solescence. A free market society so releases individual energy that it accentu- 
ates the constructive developments, inventions, and progress which will occur 
by numerous free creative individuals. Thus, in operating a telephone business, 
there is a resulting necessity of establishing reserves in order that telephone 
service may reasonably have the benefit of some of these developments. 

An example can now be given of some of the background of this obsolescence 
problem. The following quotation is taken from Telecommunications Reports, 
volume 22, No. 12, December 27, 1955: 

“Bell representatives have indicated that the present dial central office equip- 
ment, including the latest crossbar types, will not realize service lives as long as 
previously assumed because of the development of a fully electronic switching 
system having no moving parts. This new system is expected to have important 
advantages over the present dial systems, such as substantial economies in build- 
ing space, less costly and improved maintenance, more economical ways of han- 
dling and ticketing long-distance calls, and the ability to store and to hold a 
dialed number if the called line is busy and to complete the call after the line be- 
comes released. Finally, a growing popular demand for the latest types of tele- 
phones, including sets in color, may shorten the service lives of telephones now in 
service” (p. 6). 

“Illinois Bell Telephone Co. announced Thursday, December 22, that the first 
electronic telephone exchange using transistors instead of vacuum tubes is being 
built for experimental purposes at Morris, Ill., a community with 3,000 telephones 
about 60 miles southwest of Chicago. 

“This exchange, which will not go into service for about 2 or 8 years, is of the 
type referred to in a statement by the FCC on November 30 in prescribing revised 
depreciation charges for 3 Bell System companies” (Telecommunications, De- 
cember 5, p. 8). 

This is importantly different from the Ericsson equipment above mentioned. 
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APPLES AND ORANGES 


In our stockholders’ letter of March 15, 1955, we told you that we had been 
investigating the truthfulness of reports we are required to make under a 
system of accounts prescribed by the Federal Communications Commission, 
effective January 1, 1937, last revised to May 12, 1948, and adopted by the 
Public Service Commission of Indiana as a requirement for Indiana telephone 
companies entitled “Uniform System of Accounts, Class A and Class B Telephone 
Companies.” Indiana Telephone Corp. is a class A telephone company. 

Hereafter, we will refer to this still required method of accounting for your 
company as the “uniform system of accounts.” 

We have already said that it is an inadequate accounting system for reflecting 
the economic facts we are now dealing with. 

Accounting and audited reports referred to herein and computations made 
based on such reports are for the purpose of reporting accurate information. 

Management must have accurate information if it is to operate successfully, 
charge a proper price, and achieve a profit (a necessary part of sound financial 
structure) the sale of a modern and desirable product (in this case it is telephone 
service) and secure the protection of your property. 

Your company is a legally created monopoly for the particular service in the 
particular territoy legally occupied by it as defined by the laws of Indiana, 
and is commonly referred to as a public utility. 

Having thus created a legal monopoly and (to the extent herein indicated) 
destroyed the self-regulative process of a free-market economy in that particular 
service, the Government substitutes in place thereof the force of governmental 
fiat through a commission regulating the prices and services of the market 
served by this monopoly. 

It is not, however, actually completely an economic monopoly as the sole 
and only means of communication between individuals. More importantly it 
is operating in a society which is still substantially a free-market society, 
although greatly affected by important governmental interferences with that 
society, some of which we have commented on in our reports to you. 

Thus, another purpose of the reporting by this company is that of informing 
the governmental commissions created in connection with the legally created 
monopoly so that they may function in fixing prices as above indicated and other 
purposes. 

To the extent the governmental body charged with fixing our prices does 
not recognize the full correct cost of operation as explained in this report, and 
bases our rates on an accounting system that does not recognize this full cost, 
to that extent, it is confiscating our real property and giving it to the users of 
our service by Government fiat. 

There are other purposes of business reporting such as informing security 
holders, including stockholders. 

These different purposes (information to management, to governmental com- 
missions, and to security holders) of accounting or reporting justify uniformity 
in such reporting. This is one reason we provide you with both column A and 
column B, which appeared in the last report for the year 1954 and will appear 
in this report for the year 1955. 

By this means you are able to compare the information we are required to 
provide the regulatory commission and the basis on which our taxes are com- 
puted with the more accurate information in column B. 

We did not hear from many of you stockholders when we started last year 
making this type of report. 

We have heard, however, from economists, business people, and technical 
experts dealing with the same problem. They have examined this report and 
have commented on it to us. The professors of economics in two universities, 
at least, have discussed this report. 

Based on this type of critical examination, we are making this statement to 
you in this stockholders’ letter again and continue to hope we are improving 
our method of reporting and informing ourselves as managers and informing 
the governmental commissions with which we have to deal. 

Also, notice that you are thus able to compare the reports of your company 
with other companies who do not yet give this additional information to their 
stockholders. 

We point out to you that all companies are affected by the monetary devalu- 
ation we are in part talking about. 
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While many companies explain this in their stockholders’ letter by written 
comment and charts, only a very few companies have as yet seen fit actually to 
supply Such an informative system of accounts as set forth in our financial 
statement in column B. 

What do you have when you add 2 apples and 8 oranges? Is it five? Five 
of what? Or what is it? 

Over the last 18 years the dollar has declined in its purchasing power and the 
dollar of 1938 is so different a dollar in terms of purchasing power from the 
dollar of 1955 that to use the 1938 dollar and the 1955 dollar together in account- 
ing reporting without conversion to a common denominator has the effect of 
using unlike units for mathematical calculations. 

The dollar is sometimes considered as having other values. It has today but 
one important value. It is a medium of exchange numerically expressing cost 
and price. In operating a business you must deal with cost and price. 

The dollar is the unit by which the accountant reports the financial affairs of 
business. If the accountant were dealing with an operation owned by American 
citizens, partly operating in Canada and partly operating in the United States, 
he would convert the Canadian dollars into American dollars in order to make 
a true business report. 


EXPENSE AND REVENUE ACCOUNTING 


The nature of a telephone utility is such that the preponderant part of its 
assets is physical property acquired at various periods of time and used over 
a long period of time. 

So, in ascertaining cost and in pricing telephone services, a telephone utility 
must among other things (besides making payment for wages and materials) 
ascertain the current today’s cost of the property its customers use in the serv- 
ice supplied them (called telephone service) and be permitted to use this cost 
in the price therefor charged to and paid by such customers (usually referred 
to as rates, tolls and other incidental charges). 

This cost or expense thing (sometimes called depreciation and in our finan- 
cial statement referred to as replacement and amortization) is nothing more 
than an ascertainment of that explicit out-of-pocket part of the physical prop- 
erty consumed in today’s service, other than that replaced by current mainte- 
nance; and is a judgment exercise of the life of the property so used reduced 
to that part of its life actually used today (including, besides the element of 
physical use, the problem of obsolescence elsewhere herein referred to). 

Since there is this time element involved in today’s use of telephone plant, 
that part of the plant consumed in today’s service should be reported in terms 
of today’s dollars in order to report correctly the cost of consuming property 
today in the same unit value as the other operating expenses incurred at today’s 
cost upon which today’s price should be based. 

The service you are selling today is today’s service, and costs and prices 
should be computed in today’s exchange units. 

You would not make computations using long tons and short tons as if they 
were the same thing. You would not add fractions without reducing them to a 
common denominator. 

There is other language by which the economist describes this problem some- 
times. The dollars invested in the original plant represent and had a certain 
amount of purchasing power expended at the time they were used in what is 
sometimes referred to as dedicating the plant to the public service. Then fol- 
lows a period of monetary inflation. The physical plant is thereafter used to 
render telephone service, but the uniform system of accounts requires account- 
ing for the cost of such use in terms of the dollars originally expended for such 
plant without considering the reduced purchasing power of those dollars. 

This leads to the proposition that so-called depreciation figures should be ad- 
justed so as to recover in the pricing of the article used (telephone service) the 
amount of purchasing power originally expended. This necessitates a conver- 
sion factor in terms of present dollars computed. 

Our management problem, nevertheless, is a business problem of management, 
eost and finances. From our experience, certain ways of arriving at a regula- 
tory price called rates are better than others because they are sufficiently ac- 
curate and less expensive (the rate payer pays for the expense, including the 
regulatory process). Nevertheless, our final concern is that the price be based 
on economically truthful costs and computations. In the long run this neces- 
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sarily is best for both the utility and the customer—looking at the long-run 
problem of good service and proper rates. 

In order to ascertain the true cost of today’s service, we must convert the 
plant cost, which has a time element in it, and that part of it represented by 
today’s use, into today’s like unit of value. 

This is a practical matter, and we are still of the opinion that the method used 
by Northwestern University in their study entitled “Business Profits—Fact or 
Fable?” provides a satisfactory method of doing this. (See note No. 1 to this 
letter.) 

It is to ascertain and report this economic fact that we have devised this 
means of converting the dollar yardstick (computing unit) so that, in the 
mathematical computations made, like units will be used. Since it is today’s 
price we are ascertaining, it is necessary that the units expressing plant cost 
be converted to today’s units with which our price for today’s sale should be 
computed and stated in today’s medium of exchange. 

Thus, in computing the expense incurred in today’s use of the telephone plant 
sold to today’s customers, we correct the figure you find in column A referred 
to as “replacement and amortization expense” to the figure in column B called 
by the same name, which is arrived at for the purpose of truthful economic 
reporting by converting the dollars which are the medium of exchange to like 
units of purchasing power by conversion figures as described in these reports 
and notes hereto. In column B, we are at all times using mathematically like 
units for accounting reporting. 


ASSET AND LIABILITY ACCOUNTING 


Plant is the real capital property expressed in terms of dollars. The physical 
plant use expense item (expressed in terms of today’s dollars in column B re- 
ferred to as “replacement and amortization cost’), while an explicit daily 
occurrence, out-of-pocket and real, does not immediately result in visibly ascer- 
tainable disappearance of a portion of the plant. Therefore, these dollars of 
expense, which are charged for and collected in the price fixed for the service, 
collectively reported as ‘‘Revenues,” including this and other items of expense, 
are dollars which (whether kept in kind or otherwise properly used) become 
a part of your company’s assets and assist your company’s financial readiness as 
the time cycle of the physical plant is completed whether by wear-out or obso- 
lescence or both. 

Thus, at that time if we are permitted to pursue this cost and price process 
and if the Government by its fiscal policies does not destroy the purchasing power 
of the dollar too rapidly in relation to said time cycle, then sufficient units of 
exchange (dollars) may be available to provide public service and help protect 
the soundness of your investment. 


CONCLUDING REMARKS 


What we urge then is a reasonably truthful ascertainment of true costs in 
arriving at a fair price of the service sold. 

Also, we are informed and can inform you. 

It is hoped also that such accounting will be informative to regulatory com- 
missions and that they may understand our reporting for the purpose of 
establishing a fair rate. 

It is also hoped that tax laws will eliminate this accounting fiction by which 
we are required to pay taxes on profits estimated by an economically untruthful 
accounting system. 

But, until both these cost factors and tax methods are corrected, commissions 
in arriving at a rate of return should reflect among themselves that the business 
results produced by the unsound accounting known as the uniform system of 
accounts for the reasons given in this letter increases the risk of capital in- 
vestment and should permit a change in said accounting system—or else they 
should allow us to reflect this risk (imposed by the Government inflationary 
policies) in a significantly higher rate of return. 
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Until the regulatory commissions provide a uniform system of accounting that 
permits the use of proper conversion figures in order that unlikes will not be 
used in computation, it will be desirable if we are to continue this kind of in- 
formation to carry both column A and column B. We hope this explanation 
will add to the awareness you and others will have of the truthfulness of the 
report in column B and that you will also be able to use Column A to compare 
your company with other companies. 

In periods of monetary deflaton current costs are likely to be less than original 
costs, Which means that if so-called depreciation is adjusted to the then current 
costs, depreciation recovered will be less than the original cost of the property 
so depreciated. If, during periods of inflation, regulatory commissions refuse to 
consider current costs in fixing the price at which utilities may sell their service 
(or are slow in doing so), they should likewise refuse to do so (or be as slow 
in doing so) during periods of deflation. Otherwise the utility (and ultimately its 
stockholders) is required to absorb the loss of inflation and the loss of defla- 
tion. Such a hazard should entitle the utility to a compensating return. It 
should also illustrate the important need of a governmental regulatory policy 
being economically sound, prompt, and consistent, and the effect thereof on the 
investment in the utility property the relative soundness of its financial struc- 
ture, its rate structure, and the quality of its service. 

We have gone to considerable length in attempting to explain this problem 
for the uses herein indicated. We hope that you will preserve this report for 
future reference as we are not likely to repeat such a lengthy explanation except 
as subsequent experience and information justify further explanation of what is 
taking place. 

P. F. Goopricu, President. 


NOTE TO STOCKHOLDERS’ LETTER 


Note No. 1.—The basic price data used by Mr. Carter in his study provide the sufficiently 
accurate conversion of historical dollar units of cost to a common present denominator or 
unit of measure for the purposes herein set forth. ‘Thus, the dissimilar units of historical 
cost are converted to a common present denominator and used to ascertain the current 
eost of physical plant capacity consumed and for other accounting purposes. 

This basic material is from Mr. Carter’s long experience and accumulated data as a 
o— — and is considered more accurate than any other value figures we could 

ave used. 

These current cost figures have been developed by Mr. Carter by applying to the dollars 
of cost in each of the plant accounts appropriate conversion factors which translate the 
actual cost as incurred by the company for labor and material into a sufficiently accurate 
estimate of what these costs would be if incurred as of January 1, 1954 (incorpoarted into 
the accounting report as of December 31, 1953. See note to financial statement, No. 2, 
subnote (2A)). 

Said current costs thus determined by these conversion methods were then brought 
forward to December 31, 1954, using as a single adjusting factor the Government index of 
wholesale prices, “All commodities other than farm and foods,” issued by the Department 
of Labor during said period. 

Said current costs are now brought forward again from December 31, 1954, to December 
81, 1955, using the same basic process and using the new Government index of wholesale 
prices, ‘‘All commodities other than farm and foods,” issued by the Department of Labor 
during said new period ending December 31, 1955. 

Ah moreane bringing forward from year to year or at stated periods said figures as 
thus indicated. 

This conversion method will produce satisfactory results until major changes in the 
physical plant create an inaccuracy, or a change in price levels applicable to parts of the 
physical plant only creates an inaccuracy, or a combination of changes in physical plant 
and changes in price levels develop substantial inaccuracies, at which time Mr. Carter 
will have to develop new current cost figures to reflect these changed conditions. 

At the present moment the financial reports resulting from the methods described 
herein produce practical economie accuracy in a changing price level as set forth in column 
B consistent with the practical cost of operations and provide for maintaining that 
accuracy. 

Lest you also be left under the impression that the methods used here are entirely 
untried we advise you that they have been used extensively in the regulatory field. There 
are Many valuable discussions of this problem such as the book entitled “Corporation 
Accounts and Statements” by Paton and Paton, published by the Macmillan Co. (ch. XIX— 
Uniform-dollar reporting) ; High Prices, by F. A. Harper, the Foundation for Economic 
Education, Ine., Irvington-on-Hudson, N. Y.; and Theory of Money and Credit, by Ludwig 
von Mises, Yale University Press. What is new in this reporting is that we have applied 
it as accounts kept and reported in the normal course of business to provide a current 
financial report concerning the company which is more accurate than the uniform system 
of accounts. 
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Comparative income statement 


Revenues: 
Local service - 
I a ale ctw en eee ae 
emppeeemO lS gi 0. eased 


Add rent from operating property 
Total revenues 


Expenses: 

Replacement and amortization (the ex- 
plicit property cost consumed in cur- 
rent year’s operation) ! 

Maintenance 





Commercial... -- -- 
General office salaries and expenses... niehs 
Other operating expenses-.----- 


State and local property......------.-- 
Indiana gross income 

Federal capital stock - 

Social security 

Federal income 


Total expenses 


New operating income 3_- 
Add other income 
Total taxes __ 


Income available for fixed charges. .......-- 


Deduct fixed charges: 
Interest on funded debt 
Other interest. ‘ 
Miscellaneous fixed charges, ee a35. 3 


Total fixed charges 


Deduct dividends on preferred stock 


Net income applicable to common stock...--- 


See footnotes on p. 742 


298, 581. 39 


Deduct miscellaneous ir income charges- Baa 


Year 1938 


$271, 464. 92 
72, 580. 02 
18, 115. 18 


362, 160. 12 
894. 84 


361, 265. 28 
240. 00 


361, 505. 28 


73, 919. 91 

46, 418. 33 
64, 672. 53 
29, 080. 16 


Ia, 


$1, 126, 135.36 |$1, 
687, 407. 
92, 382. 52 


214, 906. 68 
782, 330. 67 
100, 269. 58 


“1, 905, 925.33 | 2, 097, 
Seah 


506. 88 
3, 811. 80 
902, 444.61 | 
424. 54 | 


2, 093, 695. 08 
240. 00 


A 902, 869, 15 | 2, 093, 935. 08 


229, 108. 05 
245, 118. 66 
523, 280. 46 
137, 143. 64 


266, 654. 02 
285, 844. 19 
667, 143. 78 
159, 784. 73 





25, 137. 63 | 
24, 190. 49 | 


263, 419. 05 { 


23, 105. 74 
3, 451. 19 
501. 07 

5, 321. 43 
2, 782. 91 | 


35, 162. 34 | 


62, 923.89 | 


121. 02 


86, 411. 95 
64, 849. 94 


102, 845. 07 
65, 280. 19 


$1, 214, 906, 68 
782, 330. 67 
100, 269. 53 

2, 097, 506. 88 

3, 811. 80 


2, 093, 69 5. 08 
240. 00 


2, 093, 935. 08 


1224 367, 463. 93 
285, 844. 19 

567, 143. 78 

159, 784. 73 

102, 845. 07 

65, 280. 19 


M 285, 912. 70 | 


1, 447, 551. 98 


93, 312. 50 ¥ 
16, 651.09 | 


103, 779. 92 
18, 040. 40 


29, 929. 19 
203, 946. 64 


~” 26, 693. 20 
207, 812. 30 


344, 469.09 | 


1, 630, 381. 79 


355, 696. 15 


1, 803, 248 13 


~ 290, 686. 95 
12, 102. 49 


27 2, 487. 36 
1, 120. 82 





63, 044. 91 


63, 044. 91 


30, 721. 25 
1, 414. 23 


273, 608. 18 
2, 077. 00 


531. 18 


302, 789. 44 
2, 526. 3S 





271, 300, 263. 06 


501. 10 
O10 OF lawn 
564. 87 | 


68, 104, 275. 97 


A, GA, S08. 89 


= 


103, 779. 92 
18, 040. 40 


355, 696. 15 
1, 904, 058. 04 


2 189, 877 £ 
12, 102. 49 


201, 979. 53 
2, 526. 38 


199, 453. 15 


104, 275. 97 
743. 79 





32, 135. 4 48 





30, 909. 43 | 


i 





60, 445. 
202, 086. 04 
44, 478.00 | 


157, 608.04 | ~~ 145, 731. 30 t 


14 | 


195, 243. 30 | 
49, 512.00 


108,019. 76 


04 433. 39 
, 512. 00 


2 44, 921.39 








S48 


z | 


SR 


i2l sail 
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Comparative balance sheets 


741 














































Dec. 31, Dec. 31, 
1938 1954 
Assets: 

Telephone plant__-__.. ..-}$1, 596, 159.27 |$1, 757, 769.19 |$6, 941, 803. 53 
Less replacement “and amortization 

ant 66 5a0scees conn sudan cooansan 240, 213. 66 |! 1, 386, 838.70 | 1, 719, 911. 42 

Telephone plant less reserves......--- 1, 355, 945. 61 | 4,370, 930.49 | 5,221, 892. 11 
Material and supplies..............-.-- 50, 759. 63 187, 855. 93 295, 163. 62 
IG ne cticditndacchakiiwatia 11, 641. 80 20, 691. 80 15, 973. 75 
Cash, special deposits, and temporary 

NES 5s esp cenn sigs cae annnge 25, 934. 39 | 1, 488, 153. 83 845, 704. 59 
Accounts and notes rece ivable, net....... 24, 238. 91 197, 858. 71 224, 617. 95 
ES) a eae 4, 646. 88 6, 894. 60 11, 088. 91 
NN GER oo ekddemcuuvenminane 9, 917. 11 107, 640. 16 109, 852. 10 
SE QUNNOR sancdocnceacscewepsecdaun anne 7G Bis annnctmatiakaladcenass a comalne 

NIN inch «Cun envy a Sieueis Syme teschinn J. 490, 972. 83 | 6, 380, 025. 52 

Liabilities: 

Capital.stock, common..._.........---- 550, 000.00 | 1, 540,000.00 | 1, 704, 860.00 
Capital stock, preferred. .........---.- id 997, 000. 00 991, 000. 00 
Ist-mortgage bonds................----- 613, 200. 00° 3, 010, 000.00 | 2, 990, 000. 00 
Accounts payable. .----- asiie 20, 587. 27 98, 799. 80 184, 132. 79 
Advance pay ments by subscribers... -- 1 959. 76 22, 902. 44 33, 353. 22 
Unearned directory advertising. ......_. 3, 996. 39 33, 205. 25 37, 669. 79 
Accrued taxes il alee laa sl daira de icliaae 27, 132. 68 336, 571. 16 335, 227. 31 
Employees’ payroll deductions.- 308. 51 5, 864. 49 6, 584. 36 
Accrued interest, insurance, “and 

dividends-.--_-- Pelaheddiiianine 689. 94 24, 786. 46 46, 532. 89 
Premium on long- term Nt eo cee ee eee 13, 865. 15 13, 105. 76 
Unamortized plant price level adjust- 

it ee iit sip ain‘els dein dieass: cha ella oes oid acesneeie aise eaaiebeaiaaiaiae 
Contribution of telephone plant__-----_- 528. 11 17, 669. 62 17, 669. 62 
I as a sees itin ners Leadidia ss a cia 9, 948. 20 
pS eee ee 272, 57 0.17 279, 361. 15 354, 209. 09 

as hcicaabs Adwetcicnvtigndemiuoddnad 1, 490, 972. 83 | 6, 380, 025. 52 | 6, 724, 293. 03 





See footnotes on p. 742 


22 $9, 184, 796. 88 
122A 2, 392, 379. 22 





















Dee. 31, 1955 





6, 792, 417. 66 
295, 163. 62 
15, 973. 75 


845, 704. 59 
224, 617. 95 

11, 088. 91 
109, 852. 10 


"184, 132. 79 
33, 353. 22 
37, 669. 79 
335, 227. 31 

6, 584. 36 


46, 532. 89 
13, 105. 76 


24 1, 570, 525. 55 
17, 669. 62 

9, 948. 20 

354, 209. 09 


8, 294, 818. 58 
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NOTES TO FINANCIAL STATEMENTS 


1The words “replacement and amortization” in revenue and expense accounting describe 
the explicit cost of physical plant consumed during the current period indicated and re- 
ceived by the telephone users in the service they purchase through the rates paid in such 
period, if that rate pays sufficiently to cover such cost, including a fair return on the 
property itself. 

This item is what is sometimes referred to as the return of the property, but more 
accurately it is payment for the explicit property used; it is property which is presently 
used and should be priced in present dollars. (See the letter to the stockholders.) 

This is not permitted in col. A under the “uniform system of accounts,” but is reported 
with reasonable accuracy in col. B. All columns except col. B contain the inaccuracies 
required by the “uniform system of accounts.” 

The “uniform system of accounts” may have been sufficient with a substantially stable 
purchasing power of the dollar but as already stated no longer provides a statement of 
business or economic truth. 

Therefore, in col. B these costs are expressed in present cost arrived at by conversion 
factors in order that the dollars may be computed as described in this report. 

In the balance sheet accounting this explicit cost item collected in the revenues should 
be reflected in the replacement reserves account as physical plant already consumed in the 
service rendered, but the “uniform system of accounts’ and the regulatory process use 
unlike units and have prevented proper cost recovery in computing the charges for this 
item and, therefore, in all columns except col. B it does not reflect what it should reflect. 

2In col. B the Federal income tax is stated in the same amount as if is stated in col. A, 
Please note that the net operating income shown in col. A of the income statement for the 
year 1955 is $290,686.95 and in col. B is $189,877.04, a reduction of $100,809.91, which 
reduction is the amount of increased expense provided for in col. B to account for the 
explicit cost required to represent the true cost of the property used in said period by the 
customers of this company. Under the accounting methods of the “uniform system of 
accounts” used in col. A, this explicit cost is unaccounted for, not included in the rate 
allowed and is therefore not received through revenue. 

Thus, the Federal income taxes for the year 1955 are also computed on the basis of 
the accounting in the “uniform system of accounts” and result in the higher fallacious 
taxable income aforesaid, shown in col. A and a higher Federal income tax in the amount 
of $203,946.64. 

Since col. B is an economically truthful accounting column, it seems necessary as long 
as we are required to pay this tax that the actual tax be stated as above indicated. 

If we were permitted, as we rightly should be permitted, to compute taxes on the eco- 
nomic facts shown in col. B, the aforesaid reduction in reportable income would result in 
$151,525.49 in Federal income tax instead of the aforesaid amount of $203,946.64. Thus, 
this would reduce the Federal income tax for the year 1955 in the amount of $52,421.15. 
This, added to the net income of $44,921.39 applicable common stock shown in col. B 
would increase the amount then applicable to $97,342.5 

Subnote 2a below is for the purpose of showing oy ‘details of the adjustments made 
to the physical property (telephone plant) and accounting for the explicit current costs 
collected in the price (revenues) pursuant to the methods set forth in the stockholders’ 
letter and note thereto and reflected in the adjusted accounts as shown in col. B of the 
balance sheet as of Dec. 31, 1955, and col. B of the income statement for the year 1955. 
In note (1) to the stockholders’ letter, dated Mar. 15, 1956, the base conversion of Jan. 1, 
1954, referred to therein is accounted herein as of Dec. 31, 1953, and then proceeds in 
accordance with said note (1) as below illustrated to Dec. 31, 1955. Reference is particu- 
larly made to both said note (1) and also the section of the stockholders’ letter entitled 
“Asset and Liability Accounting.” 

2e The figures referred to follow: 

Increase in book cost of plant as of Dec. 31, 1953 $2, 094, 372. 7 

Increase in replacement reserve as of Dec. 31, 1953_-----_-------~ 521, 878. 
Balance, increase in net plant as of Dee. 31, 1953 1, 572, 493. 55 

Add adjustment for plant price level changes during year 1954, net 11, 297. 60 


Total 

Deduct adjustment (increase) in the explicit cost of physical plant 
consumed during year 1954 on account of price level changes 
applicable thereto 


Balance, unamortized plant price level adjustments at Dec. 31, 
1, 480, 246. 26 
Add adjustment for plant price level changes during year 1955, net_ 191, 089. 20 
1, 671, 335. 46 
De Sane adjustment (increase) in the explicit cost of physical plant 
consumed during the year 1955 on account of price level changes 
applicable thereto 100, 809. 91 
Balance, unamortized plant price level adjustments at Dec. 31, 
I a acetate css ct tsa san ei ee cecisg osteitis sa dsone baad ib aba carrie 1, 570, 525 


Balances, Dec. 31, 1955: 
Increases in book cost of plant at Dee. 31, 
Increases in replacement reserve at Dec. 31, 1955 


Increase in net plant cost at Dec. 31, 1955 1, 570, 525. 

* Under the law of Indiana your company is entitled to earn a fair return on the fair 
value of its property. In determining whether a fair return is being earned on the fair 
value of the property, this figure entitled ‘“‘Net Operating Income” is substantially the 
return figure. 
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Comparative information 


Year 1938 Year 1942 Year 1951 Year 1954 Year 1955 





Total number of stations in service 


at end of year. 11, 966 13, 860 | 24, 991 | 30, 956 | 33, 328 


Taxes: 
State and county_._...----..-. $23, 105. $24,009.25 | $66,351.82 | $99,312.50 | $103, 779.92 
Indiana gross income-.-..-_--.-- | 3, 451. 4, 583. 49 16, 043. 90 16, 651. 09 18, 040. 40 
Social security .-- cnet 5, 321. 48 3, 729. 04 21, 726. 72 26, 693. 20 29, 929. 19 
Federal capital stock ........----| 501. 1, 381. 29 |... sll cade 
Federal income | 2, 782. 36, 418. 37 125, 737.71 | 
Total taxes.- 35, 162. ¢ 70, 121. 44 229,860.15 | 350, 469.09 355, 696. 15 
Total salaries and wages-_-_--- 137, 989. 194, 880.60 | 686,970.16 | 856, 792.05 959, 544. 38 
Net income—applicable to common 
stock: 
CA. cova eaeeheetonah eens 909, 42 57,914.85 | 116, 323.78 157, 608. 04 145, 731. 30 
Col. B-_-- SO ee ; Pe |” -| 254,063.15 3 44, 921. 39 
Common stock dividends declared __ |} 11,000.00 33, 000. 00 55, 000. 00 72, 456. 55 
Net operating income: 
Cal. A}... pabaewiwauusedl 62, 923. 8$ 86, 659. 04 177, 908. 27 272, 487. 36 290, 686. 95 
Col. B... at L Use seal 2 168, 942.47 | 3 189, 877.04 
Telephone plant—less reserve: 
Col. A! 2 . 1, 355, 945. 61 |1, 595, 049.32 |3, 162, 157.86 | 4,370, 930.49 | 5,221, 892. 11 
Col. B... ve cama cuties o |25, 851, 176.75 | 6, 792, 417. 66 
Comparative data on a share basis ! 
(amount per  share—170,486 
shares): 4 
For taxes pecan de ahee 7 ; 1.35 
For salaries and wages-_-- so23 5 1.14 4.03 
Net income for common stock ._} ‘ . 34 . 68 
Common stock dividends de- 
clared - - - . 06 .19 
Net operating income. - --_- of . 51 1. 04 
Telephone plant—less reserve...- ‘ 9. 36 18. 55 


207, $12.30 | 203, 946. 64 





| 
| 
| 
| 














i These figures are produced in accordance with the ‘‘uniform system of accounts,’’ 

2 These figures are taken from col. B in the 1954 report to stockholders computed the same as the 1955 
col. B in this report. 

3’ These figures are taken from col. B in this 1955 report. 

4 Computed on basis of 170,486 shares of common stock (172,000 shares authorized and issued, less 1,514 
shares held by the company) effective Jan. 31, 1955. 

5 If computed on the basis of col. B of the income statement for the year 1955, the net income for common 
stock would be $0.26 per share. 

6 If computed on the basis of col. B of the income statement for the year 1955, the net operating income 
would be $1.12 per share. If computed on the basis of col. B with Federal income taxes computed on the 
taxable income shown in col. B (which would reduce these taxes $52,421.15 and increase the net operating 
income a like amount, or from $189,877.04 to $242,298.19) the net operating income would be $1.42 per share. 

7 If computed on the basis of col. B of the balance sheet as of Dec. 31, 1955, the net telephone plant would 
be $39.84 per share. 


INDIANA TELEPHONE Corp. ANNUAL Report TO STOCKHOLDERS FOR THE YEAR END- 
ING DECEMBER 31, 1956 


INDIANA TELEPHONE CORP., 
Indianapolis, Ind., March 15, 1957. 
To the Stockholders of Indiana Telephone Corp.: 

Herewith are financial statements of the company for the calendar year 1956, 
which were prepared from the annual audit of the period ending December 31, 
1956, together with other important data for the purpose of additional informa- 
tion and comparison. The audit was made by Herdrich, Boggs & Co., certified 
public accountants of Indianapolis, Ind. 

The special studies and data herewith, to the extent that they involve account- 
ing work and practices, were also prepared by said accountants. The basic 
engineering and economic data used herewith were prepared by Earl L. Carter, 
former chief engineer of the Public Service Commission of Indiana and an en- 
gineer of outstanding reputation in this field and as an expert witness pertaining 
to telephone plant, its operating condition, cost and the values thereof. 

The Ohio Valley Telephone Corp. was granted a loan of $73,000 by the REA 
and a petition is now pending before the public service commission to approve 
this loan and the rates necessary to operate this subsidiary company properly. 
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NEED OF RATE INCREASE 


As stated in our March 15, 1956, stockholders’ letter, the station gain in 1955 
which amounted to 2,455 telephones, was the largest single year gain in the 
company’s history. The gain in 1956 was close to the 1955 figures but showed 
a small decline. The gain in 1956 was 2,448 new telephones added. At the end 
of the year we had 35,299 company owned and 373 service stations in service or 
a total of 35,672. According to the present outlook, the station gain for 1957 
may be somewhat less than that of last year, subject also to telephones regraded 
or currently discontinued following the higher rates established February 1, 
1957. 

The income and expense statements, as you will note, show our revenues and 
expenses still increasing. However, you will also note that our net income 
(after all taxes including Federal income taxes, bond interest, and preferred 
stock dividends) applicable to common stock is substantially less than last 
year. We must and are increasing future personnel further. This added cost 
is not reflected in these results. 

Two things should be observed—first, in the comparative income statement, 
under column A we lack $43,464.40 of earning the $86,590.07 common dividend 
actually paid or attributable to the accounting period ending December 31, 1956; 
and, also in column B for said same period we failed to earn the entire common 
dividend of $86,590.07, the entire preferred dividend of $60,432.30, and $5,718.41 
of our fixed charges, the combined deficit of said amounts being $152,740.78. 

We pointed out the insufficiency of earnings under column B in last year’s re- 
port. At that time we felt that it was necessary to pay the dividend in accord- 
ance with the accounting principles generally carried on and as expressed in 
column A. 

It is still difficult to predict the development of this area served by the Indiana 
Telephone Corp. and its subsidiary, but its proximity to and in the Ohio River 
Valley (the Madison and Hanover exchanges are actually located on the Ohio 
River) to some extent indicates that the territory will over a long period continue 
to improve and there will be serious problems of financing in order to meet prop- 
erly the demands in the area served by us and our subsidiary. 


10-YEAR SURVEY 


Last Auugst 1956 we completed a 10-year survey of our problems, and while 
like such surveys it will be subject to such substantial changes it is impractical 
to publish it, we do not believe that it will help us meet these problems in a 
reasonable and conservative way. 

We believe our program is forward looking and yet is conservative. We believe 
it will render in a practical way the good service which we desire to maintain. 
Although such a program sometimes may seem at any given moment not to satisfy 
the desires of everyone concerned, it will be 6 months to a year before the full 
impact of this program is realized in some of the areas served by us. 

If monetary inflation does not proceed too rapidly or obsolescence occur too 
swiftly, it is our hope that our problems thus planned and dealt with will be best 
in the end for our subscribers, our company, and our employees. 

After January 1, 1957, this program involves a total expenditure on plant sub- 
stantially in excess of $5 million. Although it is conservative and allows for 
a moderate continued monetary inflation, nevertheless it will require a construc- 
tive policy of cash dividends, stock dividends, the sale over the period of addi- 
tional preferred as weil as common stock, and substantial rate increases to care 
for the territory and provide the necessary capital. 


LARGE NEW CROSSBAR INSTALLATION 


Construction of the new building and installation of the new automatic North 
By-Path Crossbar switching equipment (made by the North Electric Co., of 
Galion, Ohio), at Seymour, Ind., has now been completed. The cutover into 
service of this new dial equipment was effected on December 16, 1956. 

Many people have seen it who are competent to judge and they believe it is 
one of the best and most advanced exchanges of its kind in the country. To the 
best of our judgment it is working well, and we are exploring the possibilities 
of developing modern automatic exchange operation further in the company. 

Last year we mentioned the problem of ebsolescence. The crossbar equipment 
installed in the above-mentioned Seymour exchange, our short experience with it, 
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and things we have become further aware of during the year increase our 
concern over the problem of obsolescence. 

The installation of said Seymour equipment was an important steppingstone in 
said entire 10-year program and the extended service is already being felt in the 
territory served by us. For instance, the capacity of the manual equipment at 
Brownstown has been more than doubled. 


RATE INCREASE 


As promised in our stockholders’ letter of March 15, 1956, we applied for proper 
rate adjustments. The petition for this purpose was filed with the Public Service 
Commission of Indiana on July 17, 1956. This became known as cause No. 26794, 
entitled “In the Matter of the Petition of Indiana Telephone Corporation for an 
Increase in Its Rates and Charges.’”’ There were various interventions and a 
supplemental petition filed by Indiana Telephone Corp., on September 13, 1956, 
seeking to eliminate so-called free service in Dubois County, Ind. 

These various matters were combined. In an order approved by the Public 
Service Commission of Indiana dated January 11, 1957 (almost 6 months after 
the application), rate increases were granted which were first made effective by 
the company by the filing of rates effective February 1, 1957. 

The said order suspended the effect of the rates in Salem, Jasper, and Hunting- 
burg, Ind., until July 1, 1957, dependent, however, on certain other things being 
done by the company. 

Over and above this, there were other things ordered to be done by the company 
which will involve substantial additions to plant and service. 

The order also authorized the company to “accrue depreciation upon the basis 
of the cost of its property, repriced in current dollars; and file its annual report 
with this Commission showing depreciation expense accrued on the basis of 
original cost and on the basis of cost repriced in current dollars.” This is what 
is done with particular reference in columns A and B of the stockholders’ letter 
of March 15, 1956, and columns A and B of the reports attached hereto, and said 
columns are in compliance therewith. 

While we were disappointed in some aspects of the order (particularly the post- 
ponement of the decision on free service), the order contains sound and con- 
structive decisions. 

Fo the best of our judgment the order is the result of the fact that our company 
reports are actually reporting according to sound principles instead of talking 
about it. 

Also, the witnesses in the case, Dr. William A. Paton, Ann Arbor, Mich., pro- 
fessor of accounting and economics, University of Michigan; Dr. John K. Lan- 
gum, Chicago, Ill., economic consultant and part-time professor of business admin- 
istration, Indiana University, Bloomington, Ind.; Mr. Earl L. Carter, Indianapolis, 
Ind., a registered professional engineer ; and Mr. E. J. Kastner, Indianapolis, Ind., 
a certified public accountant, were thoroughly prepared. 

The evidence presented to the Commission in the rate case was substantially 
uncontradicted. The case was under the legal direction of Mr. Claude M. Warren 
of Goodrich, Campbell & Warren and excellently handled, assisted by Mr. Joseph 
M. Cooper of Cooper, Cooper, Cooper & Cox of Madison, Ind., and Mr. Clemence A. 
Nordhoff of Nordhoff & Nordhoff of Jasper, Ind. 

The Commission, headed by Chairman Warren Buchanan, and its staff were 
all capable and were able to understand and use the testimony to the end of 
making possible an order which should assist the company in preserving the 
integrity of both its finances and its services in the territory served by it. 

It is difficult at this time to predict too accurately the effect of this order. 

An estimated adjustment for the increased rates would indicate that we might 
have available for common-stock dividends and company finances as set forth in 
column A by the end of the year 1957, $335,560.02 and under column B, $226,283.64. 

A petition for rehearing has been filed and the Commission has heard oral 
arguments thereon. The Commission has granted the petition for rehearing. 

It is difficult for us to see any proper grounds for tampering with this rate 
order. It was based on sound evidence by people of unquestioned integrity and 
capacity and as the figures herein indicate, the rate was badly needed both for 
the financial integrity of the company and the continued growth of its service 
and the needs of the territory served by the company. 

If we are able to maintain the advance made by this rate case and satisfy the 
requirements thereof, we will have restored our impaired capacity to pay divi- 
dends under both column A and column B. 
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From the experience we had in this rate case and from our economic judgment 
plus the present difficulty of obtaining on sound terms long-term loans and 
capital, we hope we will be permitted to earn sufficient so that the cash dividend 
paid will be conservatively within the funds available in column B from now on. 
(We felt that pending this rate case it was justifiable to pay the dividends in 
spite of the economic facts as expressed in column B being otherwise.) 

If we are to carry out our program and continue to make progress in the com- 
pany (we feel this is somewhat demonstrated now by results we have achieved), 
we must husband our resources. 

To the best of our ability, however, we hope to recognize some compensatory 
payments in the form of a stock dividend. 

You received last year a 3 percent stock dividend, and the board of directors 
has approved the filing of a petition with the Commission for permission to pay 
another like stock dividend which, if and as approved by the Commission, will be 
paid during the year 1957, assuming, of course, that our entire financial struc- 
ture is not upset by some attack on the Commission’s order. 

This order makes a very heavy program for this year, but if we are able to 
satisfy all of the requirements thereof, it should substantially improve the com- 
pany’s condition and enable us to continue with the financial and service pro- 
gram described herein. It is our judgment that we will be able to do this if 
undisturbed in earrying out this order. 

The petition for the elimination of free service in Dubois County was denied 
apparently for the reason that the Commission felt that that question should be 
determined in a separate proceeding before the Commission. 

There has been a wide interest in the reports of this company because of its 
frankness both in reporting to you in both the Uniform System of Accounts and 
in the manner we believe is the true economic results as set forth respectively 
in said columns A and B, and it is urged that as stockholders you become aware 
of this in talking to any people engaged either in regulatory activity or in the 
amendment of tax laws in Congress. It is ovbious that we are still being taxed 
on profits we do not actually make as is explained in the footnotes to our finan- 
cial statements herewith. 


CONCLUDING REMARKS 


It seems to us as if:the Commission in its order mentioned above has recog- 
nized to some extent the validity of the matters presented in our March 15, 
1956, stockholders’ letter and statements attached thereto. We hope you have 
preserved that letter as it will be something that you will need to refer to from 
time to time as you receive reports from this company. 

Your attention is called to a few important changes in the accompanying notes 
and financial statements to be sure you will not overlook them. 

In connection with the rate case, a revised current cost study was prepared 
as of June 30, 1856. See note No. 1 to stockholders’ letter. 

In the income and expense account and in the asset and liability account 
we have been able to eliminate certain words which have for a long period been 
customarily used but which we have discovered confused people’s thinking on 
these problems in this period of monetary inflation. 

These words, for example, are the words “replacement” and “amortization.” 
The explicit new language used on page 6 under the heading “Comparative 
Income Statement” and the notes thereto describe the item much more accurately. 

As we have previously pointed out, this is a matter of current cost priced 
in the current medium of exchange and may or may not result in replacement 
or amortization. 

We have eliminated the same words in the comparative balance sheets and 
notes thereto, appearing on page 7, and substituted more accurate expressions. 
We have eliminated the word “reserve” and substituted a more accurate 
expression. 

We point these particular things out to you in case you wish to identify 
and compare our improved language with items appearing in other statements. 
For instance, although most statements use the word “reserve” there is, in 
fact, no reserve. On page 6 see under “Expenses,” “Property cost consumed in 
current year’s operations. See note 1.” Again, on page 7 see under “Assets” 
a deduction from telephone plant “Accumulated allowance for property cost 
consumed in operations.” Also under “Liabilities” see “Adjustment of stock- 
holders’ equity resulting from conversion of recorded plant cost to the common 
denominator of the current dollar.” 
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What we urge then is a reasonably truthful ascertainment of true costs in 
arriving at a fair price of the service sold. 

Tax laws should eliminate this accounting fiction by which we are required 
to pay taxes on profits estimated by an economically untruthful accounting 
system. —s , 

Until these cost factors and tax methods are corrected, commissions in ar- 
riving at a rate of return should reflect among themselves that tue results 
produced by the economically unsound accounting known as the “Uniform sys- 
tem of accounts” increases the risk of capital investment which must be con- 
sidered in buying securities of utilities and should permit a change in said ac- 
counting system or else they should allow us to reflect this risk (imposed by the 
government inflationary policies) in a significant higher rate of return. This 
alternate suggestion is so impractical politically that the soundness of our 
practice seems clear. 

In periods of monetary deflation costs expressed in then current dollars are 
likely to be less than recorded book costs, which means that if plant having 
a time element in its consumption of over a year is priced to costs expressed 
in the then current dollars, the dollars recovered will be less than the recorded 
book dollars of the property so used. If during periods of monetary inflation 
regulatory commissions refuse to consider, and accountants refuse to report, and 
pusinessmen fail to report current costs and use current costs in fixing the 
price at which businesses may sell their services in relation to such property 
(or are slow in doing so), they should likewise refuse to do so (or be as slow 
in doing so) during periods of deflation. Otherwise, the business (and ulti- 
mately stockholders) is required to absorb the loss both in monetary inflation 
and monetary deflation. 

Such a hazard should entitle the company to a compensating return. It 
should also illustrate the need for a governmental regulatory policy being eco- 
aomically sound and consistent (in the current instance there was a lag of 6 
months in the regulatory results with the economic deterioration indicated in 
these reports) and the effect thereof on the investment in the utility property, 
the relative soundness of its financial structure, its rate structure, and the qual- 
ity of its service. 

Everyone connected with the company, including its employees and officers. 
have worked long, hard, and ably this year. The results of this effort may be 
better known during this year. Your cooperation is appreciated. 

P. F. Goopricu, President. 


NOTE TO STOCKHOLDERS’ LETTER 


Note No. 1.—The basic price data used by Mr. Carter in his study provide the suffi- 
ciently accurate conversion of historical dollar units of cost to a common present denomi- 
nator or unit of measure for the purposes herein set forth. Thus, the dissimilar units of 
historical cost are converted to a common present denominator and used to ascertain the 
current cost of physical plant capacity consumed and for other accounting purposes. 

This basic material is from Mr. Carters long experience and accumulated data as a 
ty engineer and is considered more accurate than any other value figures we could 
lave used. 

These current cost figures have been developed by Mr. Carter by applying to the dollars 
of cost in each of the plant accounts appropriate conversion factors which translate the 
actual cost as incurred by the company for labor and material into a sufficiently accurate 
estimate of what these costs would be if incurred as of June 30, 1956. (See note to finan- 
cial statement, No. 2, subnote (2A).) 

Said current costs thus determined by these conversion methods were then brought 
forward to December 31, 1956, using as a single adjusting factor the Government index 
of wholesale prices. ‘All commodities other than farm and foods,” issued by the Depart- 
ment of Labor during said period. 

We anticipate bringing forward from year to year or at stated periods said figures as 
thus indicated. 

This conversion method will produce satisfactory results until major changes in the 
physical plant create an inaccuracy, or a change in price levels applicable to parts of the 
physical plant only creates an inaccuracy, or a combination of changes in physical plant 
and changes in price levels develop substantial inaccuracies, at which time Mr. Carter will 
have to develop new current cost figures to reflect these changed conditions. 

At the present moment the financial reports resulting from the methods described 
herein produce practical economic accuracy in a changing price level as set forth in 
column B consistent with the practical cost of operations and provide for maintaining 
that accuracy. 

Lest you also be left under the impression that the methods used here are entirely untried, 
Wwe advise you that they have been used extensively in the regulatory field. There are 
Many valuable discussions of this problem, such as the book entitled “Corporation Ac- 
counts and Statements” by Paton and Paton, published by the Macmillan Co., chapter 
XIX: Uniform-Dollar Reporting; High Prices, by F. A. Harper; the Foundation for 
Economic Edueation, Inc., Irvington-on-Hudson, N. Y., and Theory of Money and Credit, 
by Ludwig von Mises, Yale University Press; also the Northwestern University study 
entitled ‘“‘Business Profits—Fact or Fable?” parts 1 and 2. What is new in this reporting 
is that we have applied it as accounts kept and reported in the normal course of business 


to provide a current financial report concerning the company which is more accurate than 
the uniform system of accounts. 
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Comparative income statement 


Revenues: 
Local service 
Toll service 
Miscellaneous 


Less provision for uncollectibles----.-.-} 


Add rent from operating property-.----- 
Total revenues 


Expenses: 
Property cost consumed in current 
year’s operations. (See note 1) 
Maintenance 


Commercial... --- 
General office salaries and expenses... = 
Other operating expenses 


State and local property 
Indiana gross income 
Federal capital stock 
Social security 

Federal income 


Total taxes. 
Total expenses 


Net operating income. (See note 3)---- 


Add other income 


Total. -| 
Deduct miscellaneous income ‘charges... aa 


Income available for fixed charges 





Deduct fixed charges: 
Interest on funded debt 
ERE ee eer eee 
Miscellaneous fixed charges, net 


Total fixed charges..................- 


Net income 
Deduct dividends on preferred stock - .- 


Net income applicable to common stock-.-.-| 
Deduct dividends on common stock... .-- 


Net income after dividends_..............-- | 
| 


{ ] Denotes red Tea 
See footnotes on p. 750 


$271, 464. 92 


72, 580. 02 | 


18, 115. 18 


362, 160. 12 
894. 84 
361, 265. 28 
240. 00 | 


361, 505. 28 | 


173, 919. 91 
46, 418. 33 
64, 672. 53 
29, 080. 16 
25, 137. 63 
24, 190. 49 


Year 1955, 
col, A 


$1, 214, 906. 68 
782, 330. 67 
100, 269. 53 


2, 097, 


| 2,093, 695. 08 
240. 00 | 


2, 093, 935. 08 


266, 654. 02 


73 
07 


159, 784. 
102, 845. 
65, 280. 


506. 88 | 
3, 811. 80 


285, 844. 19 | 
567, 143. 78 | 


19 | 
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| 
Ye 


bet 
| 

| 824, 923. 04 
| 105, 233. 06 


/$1, 313, 080. 00 | 


2, 243, 236. 10 
4, 194. 96 


240. 00 


2, 239, , 281. iM 


301, 514. 56 
402, 401. 24 
641, 848. 47 
179, 222. 79 
133, 849, 29 

82, 962. 64 


2, 239, 041. 14 


ar 1956 


— 


Col. B 


| 
$1, 313, 080. 00 
824, 923. 04 
105, 233. 06 


2, 243, 236. 10 
4, 194. 96 


2, 239, 041. 14 
240. 00 


2, 239, 281, 14 


$$$ _____ 





1224 410, 790. 94 
402, 401. 24 

641, 848. 47 

179, 222. 79 

133, 849, 29 

82, 962. 64 





263, 419. 05 


23, 105. 74 
3, 451. 19 

501. 07 
5, 321. 43 
2, 782. 91 


i, 447, 551. 





103, 779. 9: 
18, 040. 
"29, 929. 
203, 946. 6 


127, 315. 10 
19, 417. 83 


33, 362, 58° 
102, 753. 12 





35, 162. 34 
298, 581. 39 


62, 923. 89 


121. 02 
63, 044. 91 


63, 044. 


91 


30, 721. 25 


1, 414.23 


32, 135. 48 


30, 909, 43 | 


| 


355, 696. 
1, 803, 248. 


12, 102. 4¢ 


302, 789. 
2, 526. é 


300, 263. 


Orr 


aio. 


104, 


290, 686, 5 


97 | 





282, 848. 63 


| 2, 024, 647. 62 


214, 633. 52. 


6, 3 13. 66 


220, 937. 18 | 
3, 801. 85 


_ 217, 135. 33 


106, 163. 62 | 
6, 611. 25 
802. 49 


1, 741, 798. 99 


1, 851, 075. 37 


127, 315.10 
19, 417.83 
33, 362. 58. 
2 102, 753. 12 


282, 848. 63 
2, 133, 924. 00 
a 105, 357. “ 

6, 308. 66 


“i, 660. 80. 
3, 801. 85 


107, 858. 9 





106, 163. 62 
6, 611. 25 
802. 49 


76 


105, 019. 





195, 243. 3 
49, 512 


30 
2. 00 


30, 909. 43 


30, 909. 43 


145, 731. 
72, 456. 


73, 274. 75 


30 
55 


AS, 577. 36 | 


"103, ! 557. 97 
60, 432. 30 | 


43, 125. 67 | 
} 86, 590. 07 


[43,464.40] 


118, 577. 36 
E ~ (5, 718.41] 
60, 432. 30 


[66, 150. 7) 
86, 590. 07 


2[152, 740. 78) 
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Comparative balance sheets 


| Dee. 31, 1938, | Dec. 31, 1955, |_ 
col. A | col. A 
| »g Col. B 


Dee. 31, 1956 








Telephone plant __- : $1, 596, 159. 27 |$6, 941, 803. 53 |$8, 082, 910. 31 |2 24 $10, 602, 381. ¢ 
Less accumulated allowance for prop- | 

erty cost consumed in operations_ 240, 213. 66 |! 1,719, 911.42 | 1, 889, 860.74 | 12242 532 026. 

Net telephone plant-- 1, 355, 945. 61 | 5,221, 892.11 | 6, 193, 049. 57 8, 070, 354. 

Material and supplies 50, 759.63 | 205, 163. 62 330, 946. 36 330, 946. 
Investment 11, 641. 80 5, 973. 75 19, 973. 75 19, 973. 
Cash, special deposits, temporary in- 

vestments___- 25, 934. 39 845, 704. 59 204, 499. 93 294, 499. 
Accounts and notes receivable, net- 24, 238. 91 224, 617. 95 221, 027. 81 221, 027.8 
Prepaid accounts... 4, 646. 88 , O88. 91 11, 588. 31 11, 588. ¢ 
Deferred charges- -- : 9, 917. 11 | 9, 852. 128, 749. 27 | 128, 749. 27 
Other assets | 7, 888. 50 


| 

| 

| 

| 
Assets: | 

| 

| 

| 


Total . oleh 972. 83 | 6, 724, 293. 0: 7, 199, 835. 00 


9, 077, 140. 36 


Liabilities: 
Capital stock, common... 550, 000. | ; , 755, 530. 00 1, 755, 530. 00 
Capital surplus_ _-. hited ; , 948. : 10, 398. 20 10, 398. § 
Earned surplus 272, 570.17 | .09 | 259, 134. 41 259, 134. 41 
Adjustment of stockholders’ equity re- 

sulting from conversion of recorded 
plant costs to the common denomi- 
nator of the current dollar 7 aa 24 1, 877, 305. 


Total , 822, 570 2, 069, 017.29 | 2, 025, 062. 6 3, 902, 367. 
Preferred stock -- | 991, 000 , 285, 000 1, 285, 000. 
Ist-mortgage bonds | 200 2, 990, 000 3, 270, 3, 270, 000. 00 
Accounts payable | 587. 27 84, 132. 222, 0: 222, 030. 99 
Advance payments by subscribers. _- , 959. 76 | 33, 2 q 31. 2% 25, 031. 23 
Unearned directory advertising 3, 996. 39 | 37, 669. 7 29, 921. 6F 29, 921. 65 
Accrued taxes 27,132.68 | 335, 227.3 250, 160. 4: 250, 160. 43 
Employees’ payroll deductions | 308. i, 36 7, 601. § 7; 601. 80 
Accrued interest, insurance, and divi- | | | 

dends_. - 689. 94 532. 89 | 54, 997 54, 997.19 
Premium on long-term debt_..- wad 3, 105. 76 | 12, 359 12, 359. 48 
Contributions of telephone plant- i j , 669. 62 | 17, 669. 62 17, 669. 62 














Total _--_. ‘ ao si cidaitees 2.83 | 6, 724, 293. 0% 7, 199, 835. 00 9, 077, 140. 36 


See footnotes on p. 750 
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NOTES TO FINANCIAL STATEMENTS 


17This represents the cost of plant capacity consumed during period indicated and 
received by telephone users in the form of service for which they pay rates presumably 
sufficient to cover such cost, including a fair return on the property itself. 

And since the doliars of revenue received from customers in each period are current 
dollars, this item of cost, representing property currently consumed, should also be ex- 
pressed in present-day dollars. 

This is not done in col. A, showing data drawn directly from the prescribed “uniform 
system of accounts,” but these data have been converted into current dollars, with reason- 
able accuracy, and the result is shown in col. B. 

Under a condition of substantially stable prices, and hence a stable dollar, the recorded 
costs taken directly from the “uniform system of accounts,’’ without conversion, could 
be used, but in view of the marked change that has taken place in the purchasing power 
of the dollar the recorded data as they stand no longer provide a statement of business and 
economic truth. 

Therefore, in col. B the cost of property in use and the cost of property consumed are 
expressed in current dollars, determined by application of appropriate conversion factors, 
which means that these costs are stated in the same kind of dollars as are being received 
from customers to compensate for service rendered. 

In the balance sheet the total amount of the cost of property in use which has been 
consumed to date is reflected in the offsetting item described as “accumulated allowance 
for property cost consumed in operations.” 

2In col. B the Federal income tax is stated in the same amount as it is stated in col. A, 
Please note that the net operating income shown in col. A of the income statement for the 
year 1956 is $214,638.52 and in col. B is $105,357.14, a reduction of $109,276.38, which 
reduction is the amount of increased expense provided for in col. B to account for the 
explicit cost required to represent the true cost of the property used in said period by the 
customers of this company. Under the accounting methods of the ‘uniform system of 
accounts” used in col. A, this explicit cost is unaccounted for, not included in the rate 
allowed and therefore not received through revenue. 

The Federal income taxes for the year 1956 are also computed on the basis of the 
accounting in the “uniform system of accounts” and result in the higher fallacious taxable 
quoa 7 aforesaid, shown in col. A and a higher Federal income tax in the amount of 

102,753.12. 

Since col. B is an economically truthful accounting column, it seems necessary as long 
as we are required to pay this tax which we should not pay that the actual tax be stated 
as above indicated. 

If we were permitted, as we rightly should be permitted, to compute taxes on the 
economic facts shown in col. B, the aforesaid reduction in reportable income would 
result in $45.929.40 in Federal income tax instead of the aforesaid amount of $102,753.12. 
Thusy this would reduce the Federal income tax for the year 1956 in the amount of 
$56,823.72. This reduction in taxes applied to the combined deficit of $152,740.78 under 
col. B of this page and explained on p. 1 would reduce said deficit to $95,917.06. 

The details of the adjustme nts made as of June 30, 1956, to the recorded cost of 
physical property (telephone plant) and the related accumulated allowance for property 
cost consumed in operations, based on a revised current cost study made as of that date 
by a consulting engineer, together with adjustments made during the period from June 
30, 1956, to Dec. 31, 1956, for plant price level changes during that period and adjust- 
ments to expense account “property cost consumed in current year’s operation,” which 
adjustments are reflectcd in the adjusted accounts as shown in col. B of the balance sheet 
as of Dec. 31, 1956, and col. B of the income statement for the year 1956 are shown in 
subnote 24 below. 

The adjustment made during the period Jan. 1, 1956, to June 380, 1956, to expense ac- 
count “property cost consumed in current year’s operation,’ (based on a prior current cost 
study as of Dee. 31, 1953, and brought forward to the date of the revised current cost 
study referred to above, or to June 30, 1956) amounted to $54,579.12, which is included 
in the adjustments as of June 320, 1956, subnote A. This figure, together with the 
$54,697.26 also appearing in subnote *4 as an adjustment from July 1, 1956, to Dec. 31, 
1956 together equals $109,276.38 which is the differences between the figure entitled 
“Property Cost Consumed in Current ear’s Operation” in the amount of $301,514.56, 
eol. A, and $410,790.94, col. B. (See Comparative Income Statement.) 

2A'The figures referred to follow 

Adjustments as of June 30, 1956: 
Increases in recorded book cost of telephone plant 
Increase n book amount of accumulated allowance for prop 
erty cost consumed in operations : aad 


Net increase in telephone plant 
Add net adjustment (increase) for plant price level changes dur- 
ing the period July 1, 1956, to Dec. 31, 1956__- 7 nae » boas 


Total cies = . —— , 932, 002. 
Deduct adjustment (increase) in property cost consumed in current 
year's operation, during the period July 1, 1956, to Dec. 31, 1956 , 697. 


Increase in net book cost of telephone plant Dec. 31, 1956_- s , 305. é 


Salance, Dec. 31, 1956: 
Incretse in recorded book cost of telephone plant 2, 519, 471. 
Increase in book amount of accumulated allowance for property 
cost consumed in operations___~—- Sn a ie le 642, 165 


Net increase, per above_- ~ pile ere basis eens ae 1, 877, 305. 3 

$’Under the law of Indiana your company is entitled to earn a fair return on the fair 

value of its property. In determining whether a fair return is being earned on the fair 

value of the property, this figure entitled ‘Net Operating Income”’ is substantially the 
return figure. 
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Comparative information 





























and — : - 
ab es aoe . A , aan 1. sah a 
ly Year 1988 | Year1942 | Year 1951 Year 1955 Year 1956 
rent — — ene eee ari etens ——| sree po — Paes 
ex- . cat fect | 
Total number of stations in serv- | 
orm ice at end of year~ ‘ 11, 966 | 13, 860 | 94,991 33, 328 | 35, 672 
“ = = — = = j — —— | —— —— 
son Taxes: | | | 
rded State and county 5. 74 $66, 351,82 | $103,779.92 | $127, 315.10 
> id Indiana gross income .19 | 16, 043. 90 18, 040. 40 | 19, 417. 83 
rou Social security 43 | 21, 726. 72 29, 929. 19 | 33, 362. 58 
and Federal capital stock. 07 | | | = aa ae 
- Federal income 91 | | 125,737.71 | 203,946.64 | 102, 753. 12 
- |—- ; a 
are Total taxes » 34 | 70, 121. 44 220, 860.15 5 282, 848. 63 
tors, Total salaries and wages 09 | 194,880.60 | 686, 970. 16 | | 1,087, 111.3 
ived Net income, applicable to com | 
been mon stot k: es as a ; ore te ated | krencaial 
Column A !__. 30, 909. 43 | 57, 914. 85 116, 323. 78 145, 731. 30 | 43. 125. 67 
ance Column B.... 2 44,921.39 | * [66,150.71] 
Common stock dividends de- | 
iL. 2 clared 11, 000. 00 33, 000. 00 72, 456. 55 86, 590. O7 
the Net operating income: 
hich Column A !. | 62, 923. 89 | 86,659.04 | 177, 908. 27 290, 686. 95 
the Column B | 2 189, 877. 04 
—- Telephone plant, net wie aie Me OW re ate ie a 
) Column A . 1, 355, 945. 61 | 1, 595, 049. 32 | 3, 162, 157. 86 6, 193, 049. 57 
rate Column B 8, 070, 354. 93 
Comparative data on a share 
the bast : 
a It per sha { 175 553 
: 0 
For taxes 20 40 1, 31 2.03 1. 61 
long For salaries and wages 79 1. 11 3.91 5. 47 6.19 
ated Net income for common 
stock .18 .33 . 66 . 83 5 25 
the Common § stock divi- 
ould dends declared . 06 19 41 
3.12. } Net operating ineome a6 49 1. 01 1. 66 J 
+ leleplone plant, net 7.72 9. 09 18.01 29. 75 7 38 
nder 
it of ! 1 These figure e produced in accordance with the uniform system of accounts. 
erty ? These figures are taken from col. B in the 1955 report to stockholders computed the same as the 1956 


date col. B in this rene 














June § These figure e taken from col. B in this report. 
just- 4 Computed on basis of 175,553 shares of common stock (177,112 shares issued less 1,559 shares held by the 
rhich company) effective Dec. 14, 195¢ 
sheet S1f computed on the basis of col. B of the income statement for year 1956, the net income for common 
n in stock would be $0.38 per share. 
*1f computed on the hasis of col. B of the income statement for the year 1956, the net operating income 
e aec- would he $0.60 per ure If computed on the basis of col. B with Federal income tax computed on the 
cost taxable income shown in co!. B (which would reduce these taxes $55,828.72 and increase the net operating 
cost income a like ammount, or from $105,567.14 to $163,180.86) the net « iti income would be $0.92 per share, 
uded 7 1f computed on the basis of col. B of the balance sheet as of Dec. 31, 1956, the net telephone plant would 
the be $45.97 per share 
31, [ ] Denotes red figure 
itled > 
“a Bond data 
4.56, 
Bonds Principal Less—Retired| Principal 
9 54 _| amount of through amount of 
_ Series bonds sold | sinking fund | bonds out- 
9. 45 Inter- | Bonds dated Bonds mature to Dec. 31, to Dec. 31, standing | 
oe est rat 1956 1956 Dec. 31, 1956 
0. 09 = 
9 53 l } Jun 1,1947 | June 1, 1977 $1, 000, 000 $80 000 $920, 000. 00 
- 2 a) June 1, 1949 do__. 500, 000 35, 000 465, 000. 00 
> 62 7 ‘ De 1, 1952 do 500, 000 15, 000 485, 000. 00 
~ - 4 334 June 1, 1954 June 1, 1984 1. 100. 000 1, 100, 000, 00 
7. 26 5 1144 Sept. 1,1956 | Sept. 1, 1986 i, 000, 000 300, 000. 00 
36 Potal 4, 100, 000 130, 000 3, 270, 000. 00 
hes Annual bond sinking fund requirements on the above bonds 
a For the year 195¢ 20, 000. 00 
. For the years 1057 d 1958, per year 31, 000. 00 
1. 01 For the year 1959 and thereafter, per year 41, 000. 00 
= oT Bond interest on the above bonds for the year 1956 amounted to. SED ial ; 106, 163. 62 
>. 69 q 
5. 36 


1 $700,000 of said series 5 bonds had not been issued on Dec. 31, 1956. Of this $100,000 were issued on Jan, 
» fair 16, 1957 


y the Note.—The annual sinking fund requirement on the outstanding preferred stock: 
. Was $6,000 for the year 1956. 

Will be $10,000 per year for the years 1957 and 1958. 

Will be $13,000 per year beginning with the year 1959. 





752 TAX PROBLEMS OF SMALL BUSINESS 


OPINION OF INDEPENDENT PUBLIC ACCOUNTANTS 


To the Stockholders of Indiana Telephone Corp.: 

In our opinion the accompanying balance sheets and income statements shown 
under column A present the financial position of the corporation and the results 
of its operations for the years then ended in conformity with generally accepted 
accounting methods. However, such accounting methods show allowances for 
plant consumed in current operations expressed in dollars as recorded at the 
respective dates of acquisition and construction, without recognition of the 
impact of changing price levels on the value of the dollar. 

Under column B are shown the data of the financial position and results of 
operation after conversion of the recorded dollars of plant cost of varying dates 
of acquisition, and the related current and accumulated allowances for plant 
consumed in current operations, expressed in dollars as recorded at the respective 
dates of acquisition and construction, converted to the common denominator of 
the current dollar by the use of indexes and method determined by a consulting 
engineer, to more fairly reflect the economic truth of the operation of the 
corporation. 

HerpricH, Boees & Co., 
Certified Public Accountants. 

INDIANAPOLIS, IND., March 15, 1957. 

Senator Morsr. Mr. Warren, thank Mr. Goodrich for the very ana- 
lytical statement he has submitted to the committee. Iam sure it will 
be of great help to the committee in its deliberations. 

Are there any questions ? 

Senator Ture. The informative material that was set forth in the 
Senator TH The inf itive material that w t forth in tl 
statement was voiced very well, and I wish to concur in the chairman’s 
statement that I extend my appreciation to Mr. Goodrich for the 

information submitted. 

Mr. Warren. Thank you, sir. 

Senaor Morse. Mr. Counsel} ? 

Mr. Frynn. No questions. 

Mr. Ericson. Mr. Warren, I understand that you can speak for 
Mr. Goodrich on some of the points and ideas whic +h he has projected. 

Mr. Warren. I think that is a true statement; yes. 

Mr. Ertcxson. Mr. Goodrich and you cert: Linly realize the sugges- 
tion which you have made, though philosophic: ally perfect, would be 
very hard to set up asa practical fact, in other words, that values for 
differer it goods have depreciated in value differently so even taking a 
measuring stick in dollars, if we were to take the labor statistics, for 
example, it would not measure the depreciation and value of all the 
property, for instance, that you folks buy, am I not correct in that? 

Mr. Warren. I think I would disagree with that, Mr. Erickson. I 
don’t consider it to be a question of the value of property, as such, 
Tam talking about the mechanics of doing the job. 

I consider it to be, rather, a measuring stick of the dollar, the 
dollar itself: dollars spent, you see, for whatever property they 
bought. The dollars spent, it seems to me, can be converted into 
current dollars. 

Mr. Erickson. You feel, then, that the suggestion which you are 

making can become operational simply by rev: aluing i in current dollars 
the coods purchase in the year of purchase ? 

Mr. Warren. Yes, by just simply using the re ars that were used 
to buy the goods, or the property, in the year in which they were 
bought, you see. 

Mr. Ertcxson. These you would revalue each year to account for 
the difference in inflation for that current year ? 

Mr. Warren. Yes, sir. 
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Mr. Ertcxson. You would use the method of depreciation which 
you had set up for that particular asset, but not the current dollar? 

Mr. Warren. Yes, sir. 

Mr. Ertcxson. You feel that is the only thing that would be nec- 
essary to make this an ideal operation ? 

Mr. Warren. I believe that is true; yes. I might point out, Mr. 
Erickson, if I may, it is not unusual for the U nited States Govern- 
ment to convert a great many of the statistics which are published by 
the Department of Labor, or Department of Commerce, and various 
other departments, into current dollars. 

I might also point out that various governments in Europe publish 
coefficients for deliovs. It seems to me that that same approach is the 
approach that could be used here as the practical workability of the 
philosophical idea 

Mr. Ertcxson. Mr. W arren, you feel, then, that all the judgment 
factors have been taken out of this completely by this method, once 
ou accept as the yardstick one value of the dollar presented either 
by the Labor Department or some other department ? 

Mr. Warren. I think substantially the judgment factor is taken out 
of the picture. 

Mr. Errcxson. You wouldn’t have to get to the question of evalua- 
tion of an individual asset on which different minds could differ ? 

Mr. Warren. No. 

Senator Turse. Mr. Chairman, that leads to one other question. 
Would you propose such for all industries? 

Mr. Warren. Yes; I think as a matter of—let me say philosophical 
truth, that the idea is applicable to all businesses. It is especially 
harmful as it presently exists to small business for the reason that we 
point out, that is, that the capital with which small business operates 
comes largely from profits retained in the business. Whatever adver- 
versely affects profits adversely affects capital for small business. 

I don’t think that the same thing can be said of big business because 
retained profits do not form the same source for capital i in big business, 
as retained profits do for small business. 

Senator Tuy. Big business would rely on venture capital and that 
would be available when they were promoting a sale of stock to further 
advance their capital assets or their operating fund. 

Mr. Warren. Yes, sir. 

Senator Trye. The ony other question is that a ‘iditiati company 
isa utility which derives its revenues from approved rates. 

Mr. Warren. Yes, sir. 

Senator Tue. Therefore, when they repair the line or rebuild the 
line, they can present the cost involved as one of the justifications for 
an increase in the rate, is that not true ? 

Mr. Warren. Most generally, I think that is true; yes, sir, Senator 
Thye. 

Senator Tuyg. So that they would have a little different problem 
than a businessman operating in the field which is not classed as a 
utility and subject to either State or Federal regulations. 

Mr. Warren. Yes; I think the problem is a little different. Iam not 
sure which way it goes, though, Senator. 

Senator Tuyz. That is true, but your proposal would involve con- 
siderable, well, not legal, as much as expert evaluation and accounting 
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to determine the value of the dollar and as it would be applied to the 
balance of the appraised value of the system such as the telephone 
company. 

Mr. Warren. As I see it, it would not amount, practically to a re- 
valuation. As inflation progresses, as I attempted to point out in 
answer to Mr. Erickson, it is a question, as I see it, not of valuing or 
revaluing the property, but simply creating or stating previous dollars 
in terms of present dollars so that whatever a telephone company or any 
other business may have spent in 1945 for property that is still used, 
you see, that we convert that into 1957 dollars on a broad ratio basis, and 
I think, as a matter of fact, the Government, the United States Govern- 
ment is doing that in a large number of its reports today. 

Senator Ture. I think that is all, Mr. Chairman. 

Senator Morse. Thank you very much, Mr. Warren. 

Mr. Warren. I want to say, if I may, Senator Morse, it was a pleas- 
ure for me to appear before you gentlemen. 

Senator Morse. It is our privilege to have you. 

There will be inserted in the record at this point a statement sub- 
mitted by Mr. Joseph T. Meek, president of the Illinois Retail Mer- 
chants Association. 

(The statement above referred to is as follows:) 


STATEMENT OF JOSEPH T. MEEK, PRESIDENT, ILLINOIS RETAIM MERCHANTS 
ASSOCIATION, CHICAGO, ILL. 


Deak SENATOR SPARKMAN: Your able staff director, Mr. Stults, has written 
that while grassroots opinions are sought from individual businessmen, he 
hopes the Illinois Retail Merchants Association will submit a written statement 
of its position, indicating the subjects we mentioned to him are “highly perti- 
nent.” We respectfully accept this appreciated invitation. 

It is perhaps incongruous to approach an allegedly nonpartism Senate com- 
mittee with the suggestion that whichever party ignores the vote-getting pana- 
ceas and “conversation” designed to aid small business and gets down to brass 
tacks will, in the end, obtain the largest number of votes in 1958—and they can 
go both ways. 

There are certain sensible changes which can be immediately made. They 
would be of aid to the entire economy. The merchants we know do not want 
anything in their favor at the expense of the economy as a whole. These are 
mostly the quiet ones. Too often it’s those who want more government who 
speak the loudest. 

We first propose that American political strength be combined to check in- 
flation, to live through the plateau, even to hurt a little without using the 
hurt to try to get a lot of votes. Checking inflation is the biggest thing the 
inventoryholder has to worry about—if it’s done honestly, intelligently, bravely. 

We would inject perhaps a timely comment that while the missile race and 
the satellite surge may necessitate more heavy expenditures of an “emergency” 
nature, no taxes should be increased (and some should be lowered to create 
more tax revenue) until the fat has been fried out of all current domestic and 
foreign spending. Further, that such fat frying could easily result in some 
tax reductions, minor in total, but of tremendous help to our economy without 
endangering our satellite race. There are some tax adjustments which could 
curtail inflation. 

As an initial suggestion, may we respectfully suggest the majority of the 
small merchants would rather have seen the $75,000 to $100,000 the Small 
Business Administration and Department of Commerce spent in its initial well- 
publicized clinic, turned over to increase the salaries of 4 or 5 leading scientists. 
These smaller business men would rather take the millions the “aids to busi- 
ness” are eventually going to cost to get us into the top spot in the satellite race. 

With this preface, we suggest these five procedures: 

1. Changes in our revenue laws to fully recognize the necessity for setting 
up depreciation reserves in such a way that sacrifice and saving and building 
and retention of small business be represented in 100-cent dollars and not 50- 
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cent dollars. We need changes which would eliminate the current situation 
wherein it is more profitable for smallness to sell than to stay in business. 

We are getting some tragic results from our refusal to recognize that if the 
depreciation set aside from current operations is not adequate to replace the 
purchasing power of the capital consumed each year, the original real capital 
invested will be destroyed. 

2. Tax structure relief to modify the estate tax provisions specifically designed 
to encourage longer life in small businesses. Further relief in the form of a 
20-percent net income deduction on the first $25,000 earnings before computing 
the tax with the deduction to be invested in the business in order to qualify for 
the saving. Added capital won’t insure success, but it will make for more 
incentive from those who are good businessmen. 

3. Abandonment of the 3 percent Federal tax on freight handled by common 
earriers. The Small Business Committee should be reminded that “small” 
business has no recourse to private carriers; that competition (on a pyramided 
tax basis) with the business having the untaxed private carrier is one that is 
seriously harming Main Street. There are so many bad things about this 3 
percent tax that its removal would probably result in an increase in Federal 
revenue rather than in a loss, through a reinvigorating of many industries, both 
relying on common carrier service and allied with its future, if any. 

4. Changes in the Taft-Hartley Act to restore confidence and improve the home- 
town Climate are sadly needed. We need amendments to sensibly curb organi- 
zational picketing where there is no labor dispute; to strike at secondary boy- 
cotts in effect where, again, there is no labor dispute and, finally, to deal a 
telling blow at the whole issue of compulsory unionism as an issue of the most 
harm to the smallest and least protected business interests along Main Street. 

Such amendments might not aid the intrastate firm to whom Taft-Hartley 
protection is denied. They would, however, set a favorable climate for con- 
scientious study of these constructive checks and balances at the State level 
and for ultimate passage, at the State level, of legislation to protect small 
businesses now in the “no man’s zone’’—the land of no appeal. 

5. Definite, unqualified assurance that the Congress will not extend the Fed- 
eral wage-control hour-limiting law into the 6 million retail and service estab- 
lishments in America. There is genuine terror among the informed small- 
business leaders that, either through the coverage of competitive employees in 
local areas where retail and service wages are set, or, through direct edict, they 
will be forced to shoulder a most inflationary, unworkable, costly burden which 
the authors of this act never contemplated as applicable to local operations. 

These are the five points our merchants would rather see done than discussed. 
If the Congress, because of election year, is to delay any of these reforms or 
spar unduly over who is to get credit for them, the time for remedy will be 
over. It will be virtually impossible to revive the corpse or check the further 
merger of smallness into bigness to save what flickering pulses still are beating 
among those thousands for whom Congress professes to be so gravely concerned. 

We repectfully suggest that we or any of our staff would be happy to make 
this presentation personally at any time to answer questions which may occur 
to you and to your esteemed colleagues. 

Sincerely, 
JoserH T. MEEK, 
President, Illinois Retail Merchants Association, Chicago, TIl. 


Senator Morse. Our next witness will be Mr. Harry W. Knoll, pres- 
ident of H. B. Rouse & Co., Chicago, U1. 
Mr. Knoll, take the witness chair and proceed in your own way. 


STATEMENT OF HARRY W. KNOLL, PRESIDENT, H. B. ROUSE & CO., 
CHICAGO, ILL. 


Mr. Kwnorzi. Thank you, gentlemen. I am Harry W. Knoll, of 
Highland Park, Il, president of H. B. Rouse & Co., Chicago, an 
Illinois corporation. I would like to make a statement covering my 
opinion, and my associates’, regarding the tax situation. 

Senator Morse. We will be glad to have it. 
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Mr. Knoiu. For many years our company has given considerable 
thought to the income tax and the inheritance tax structure and its 
effect on small business. Our own industry consists of many small 
companies and a few larger ones. Within the last few years, we have 
seen the beginning of an absorption of some of the small by the larger 
ones. We believe that this is largely due to the tax ‘atmosphere 
on by our present income tax and inheritance tax structure. 

We believe that the idea of reducing the estate taxes on holdings 
of coal corporations would be highly beneficial. Certainly, giving 
the estate 10 years to pay the tax would be of great . Many of 
the mergers and sales of companies in our industry are being caused 
by the owners or the estates trying to accumulate cash for present or 
future inheritance tax. It is a case of the small ones offering to sell 
to the larger ones, knowing that they can obtain cash or marketable 
securities. 

2. We believe the partnerships and proprietorships should have the 
right to be taxed as corporations or certainly given this option. 

3. Permit corporations to spend a percentage of their net earnings 
before taxes for new capital equipment to the extent of about 5 or 10 
percent of their net earnings before taxes. This would be a deductible 
expense, with no further depreciation on equipment so purchased. 
We believe this would permit companies to install more economical 
equipment and prevent the usage of old, wornout equipment. This 
would be a great asset to our country during a defense or mobilization 
period. There are too many old tools in use today. 

4, Permit some smal] deductions of 5 percent of net profits before 
taxes to cover additional investment other than equipment during a 

taxable year; and, of course, the company ownership must be able to 
show exactly how this investment was used. 
5. We believe that the 30-percent rate on the first $25,000 of profit 
should be reduced to not more than 20 percent. 

6. We believe that there should also be a bracket from $25,000 to 
$50,000 income where a rate of not more than 30 or 40 percent should 
apply. With the thought in mind that the 52-percent bracket would 
not start until above $50,000. 

We have found in our own industry that there is a tendency for the 
owners of a small business to hold back, after they reach a certain point 
of expansion, because of the tax situation. We do not believe that this 
is good for the economic development of our country, as we believe 
strongly i in expansion and progress with the idea of creating additional 
jobs. 

It is our opinion that the present tax structure is taking away a great 
deal of the American concept of incentive and expansion among 
smaller companies. 

It is our thought that the above suggestions might even produce 
greater revenue for our Government through the stimulant provided 
to small business to expand and progress. A better tax atmosphere 
would encourage the small businesses to increase their capital structure 
and create more jobs. A stepped-up economy might well produce the 
same or greater tax return at lower rates. 

We appreciate the opportunity of expressing our viewpoints and 
trust that these suggestions will be of some help to your committee. We 
also realize it is not easy to straighten out a tax situation that has de- 
veloped through some 30 years of legislation. 
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Senator Morsg. I want to say, Mr. Knoll, that I am very much im- 
ressed with the way you have condensed in two pages what I think 
isa very hard problem that confronts this committee. 

I might ask the staff to send to you some material from our com- 
mittee including some legislation that was introduced in the last session 
of Congress, not only the F ulbright bill, but some other legislation 
that some of us in the committee cosponsored and introduced, because 
I would like to have your reaction to those proposals as so many of them 
dovetail into some of the specific recommendations that you have made 
here. 

Also, I will be glad to incorporate any information that you send to 
us on those materials into this record. 

Senator Thye? 

Senator Tuye. I have no further comment, but concur in your state- 
ment, Mr. Chairman. 

Mr. Know. Senator, there is just one point I would like to emphasize 
for just a minute, if I could. 

This point regarding the old machine tools that are being used in 
industry, and particul: irly in many small industries, I can’t empha- 
size too strongly because we all learned during Wor ld War II that the 
Government has a great interest in the mac hine tools that are being 
used in small industry, and I know during the last war, the Govern- 
ment loaned us $100,000 worth of equipment. 

Now, that equipment was bought at great expense; it was made 
during’ an accelerated production period, and some of those machine 
tools were not as good as you could buy on the open market during 
normal times because they were subcontracted to various people, but 
if we had an opportunity to replace on the basis of this 5 or 10 percent 
a year, I think in the next defense period, many of us would have the 
kind of equipment that the Government would like to see in use; and, 
really, when you get right down to it, we, the people, and the Govern- 
ment, pay for it one way or the other, and if it isn’t better to do it in 
an orderly fashion each year, is the point that 

Senator Tryr. In other words, what you are saying, you would 
rather see it done in an orderly, efficient manner than to have to rely 
on a crash program, disregarding the efficiencies or the expenses in- 
volved if you have to move it ina ‘crash program. If you had the new 
tools, you would possibly find that you would be doing the job more 
efficiently than you are presently doing it; and efficiency and scien- 
tific deve lopment are the future success of this free economy of ours. 

Mr. Knox. That is right, exactly, sir. 

Senator Morse. Counsel ? 

Mr. Erickson. Mr. Chairman, I have several questions. 

Mr. Knoll, I would like to just go over some of your ideas which 
you have briefed here to get a little more background on them for our 
purposes. 

Now, your first suggestion concerns the estate tax, paying in install- 
ments. 

Mr. Kwon. Yes. 

Mr. Erickson. Do you believe it would be fair to the Government 
to charge interest on the amount of the tax withheld which is paid 
over the installment period ? 
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Mr. Kwnoix. Well, based on our own corporation, I know that you 
gentlemen have certain ground rules. After all, you have to report 
to the people—we, the people, on this. 

I believe that a nominal rate of interest might be in line on that, 
because, after all, what do we do today ? 

We have just gone through this situation in our company. The 
controlling interest decided that due to the tax situation she found 
herself in, and getting along in years, she better do something with 
this business. 

You have to go out and borrow this money; we had to do this 3 or 4 
years ago when the money rates weren’t too bad. Today it might be 
another thing. 

I think, speaking from our company, sure, we would like it without 
any interest, but let’s be businesslike about it. If we have to pay some 
interest over 10 years and you save a business for us, believe me, I 
think we would be glad to pay a nominal amount, and I certainly 
would trust the Government to establish a reasonable rate on that. 

Nobody—I don’t think we expect gifts from our Government. We 
know you fellows have expenses. 

Mr. Erickson. One other question. In your point No. 2, you sug- 
gest that partnerships and proprietorships should have the election 
to be taxed as corporations. 

Do you feel that small corporations should be allowed the alterna- 
tive, to be taxed as partnerships? 

Mr. Kwnouw. If there is no great obstacle to that, I would say “Yes,” 
and when I say this I am thinking here particularly about the fellow 
who is just starting up. 

We are a small corporation, but we have been in business 55 years, 
but I am thinking of the fellow just starting up. If there is any bre: ak 
you can give him on this flexibility, I would certainly give it to him. 
I think it is a pretty important thing. 

Mr. Erickson. Isn’t it true from your own experience that only 
small corporations would choose to be taxed as partnerships ? 

Mr. Know. That is right. 

Mr. Erickson. Your third and fourth suggestions, it seems to me, 
might dovetail, Mr. Knoll. 

Mr. Knox. They do. 

Mr. Erickson. Do you see any reason why there should be any dis- 
tinction between a reinvestment in depreciable versus nondepreciable 
assets ? 

Mr. Knox. I would explain this one. The first one, No. 3, to me, in 
our company, is the most important, and we put it in the 5- to 10- 
percent bracket, because that is where we think it should be in that 
range, and we can't set that. I mean, you are the gentlemen who have 
to set that range, but we think between 5 and 10 percent to start would 
be a wonderful basis. 

Mr. Erickson. On that point, if I might interrupt, you also agree, 
of course, there would have to be a maximum limit. 

Mr. Known. Oh, yes: very definitely, very definitely. On this other 
one where we ask for 5 percent, I am thinking of the fellow who 
doesn’t have a lot of machinery and equipment in his business. Do 
you know what I mean? I think he should have something—this small 
company or medium-size company should have something whereby he 
can benefit by this this thing. 
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In other words, maybe his problem is more space, or other things— 
other than capital goods. I felt that that should be in there. In other 
words, if there were 5 percent for one and 5 percent for the other, it 
would be a wonderful thing. 

Senator Morsr. It might be a parking lot, for instance. 

Mr. Kwnouu. Well, I couldn’t say just what it would be, but I know 
frequently small plants want some additional warehouse space, or of- 
fice space, or there are many things, and you have got to fix this thing 
so it is going to be fair to anybody, or this thing isn’t going to work, or 
you are never going to get through. 

Mr. Ertcxson. My quest ion goes to this point. Are 3 and 4 satisfied 
if we, the committee, suggest a 1 deduction for reinvestment regardless 
of what it goes into ? 

Mr. Know. Yes, sir; and in order to protect the Government on 
this thing so that no one takes advantage of the deal, I have indicated 
here that ‘there should be adequate rec ords to substantiate anything like 
this. It should be used fairly. 

Mr. Erickson. Thank you. 

Senator Morse. Thank you very much, Mr. Knoll. 

Our next witness will be Mr. George IF’. Connelly, president, Plumb- 
ing Contractors Association of Chicago. 

Weare very happy to have you, Mr. Connelly. 
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Mr, Connetty. My name is George F. Connelly, and I reside in 
Chicago, Ill. I am a plumbing and heating contractor. I started 
my own business in 1941, after I had served a 5-year apprenticeship, 
beginning in 1926, and had had 10 years’ experience as a journeyman. 
I think I would be called a typical small-business man, because my 
shop averages around 25 employees. 

I am appearing here as a member of the Plumbing Contractors 
Association of Chicago and as a member of the Illinois and National 
Associations of Plumbing Contractors. Nationally, there are some 
80,000 plumbing contrac tors. About 10,000 of these contractors, who 
do about 80 percent of the plumbing contracting business in the 
Nation, belong to the national association. In Illinois we have about 
4,000 contractors, with 520 of them belonging to the State association. 
In C hicago there are some 600 plumbing contractors; 200 of them 
belong to the city association. These 200 do about 85 percent of the 
business done by our industry in Chicago. 

As a member of the Chicago association, I do not pretend to speak 
for all contractors on all subjects, but I do feel that I can present 
an almost unanimous view on the subject I am going to talk about— 
the tax inequity that the self-employed businessman has in trying 
to provide a pension for his retirement. 

Before going on to that subject, though, I would like to make it 
clear that plumbing contractors are usually self-employed and they 
are almost without exception small-business men. As I have sai 
I employ about 25 people. Here in Chicago, I would say that 85 
percent of the local contractors are self-employed and employ 10 men 
or fewer. Very, very few have as many as 200 employees, and I know 
of none that have as many as 500 journeymen. 
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The tax laws make it hard for a self-employed person to provide 
retirement income, in two ways. For one thing, the high tax rates, 
especially those that apply in years when a person has a fairly good 
income, make it impossible, in many cases, to accumulate an estate 
that is big enough to provide retirement income. And second, a self- 
employed person who tried to provide himself with a pension or 
annuity for his retirement has a tax burden that an eniha yed indi- 
vidual who is covered by a union or company retirement plan does 
not have. The self- -employed person must pay a tax on his entire 
income and save for his retirement out of what is left. He cannot, as 
part of his business expense, set aside a certain amount under a 
pension plan and deduct it from his taxable income. 

Employed persons, on the other hand, have a tax benefit when 
their employers or a union provide coverage for them under an ap- 
proved pension plan. The employee pays no part of the cost of pro- 
viding for his future retirement; and he pays no tax on amounts used 
by the employer to provide the retirement benefits. 

The situation among plumbing contractors here in Chicago will 
show you just what I mean. I just told you that the 85 percent of 
the plumbing contractors here are self- employed and hire about 10 
men. All these men are covered by a pension plan provided by their 
employers, as a fringe benefit, under an areawide labor-management 
agreement. Those employ ers who are self- employed plumbing con- 
tractors cannot provide similar protection for themselves except out 
of their income after taxes. 

By allowing a self-employed person to deduct a limited amount of 
income if it is invested in an approved retirement fund, Congress 
would help the self-employed person on both these points. The ‘self- 
employed person has more peaks and valleys in his income than an 
employed person does. 

In the peak years he must pay _ at a high rate, but he a) no 
credit for this during low-income yea By permitting a deduction 
for sums invested for retirement, you nota help the self-employed per- 
son level out his income for tax purposes. Taxation of part of the 
income would be postponed until it is received as retirement benefits. 
More important, however, is the need for getting rid of the inequality 
that exists between the self- employed person and the employed per- 
son who is covered by an acceptable company or union pension plan. 

Present inflation also makes it hard for a self-employed person to 
save for retirement. High prices increase his costs of doing business 
and require that he spend more to provide a reasonable living r standard 
for himself and his family. I am certainly no financial expert, but I 
understand that part of the inflation we have today results from the 
fact that people generally are not saving enough out of current in- 
come. <A law that would encourage people to save would work against 
inflation to some extent. 

I believe that the self-employed small-business man has always 
been an important factor in maintaining our system of private, com- 
petitive enterprise. Taxes that discriminate against self-employed 
people in favor of employees discourage self- employ ment, self-reli- 
ance, and individual initiative. To that extent they put a brake on 
the competition that has been provided by small-business units. 

I want to make it clear that we are not asking for tax exemption. 
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What we seek is a postponement of part of a self-employed person’s 
income tax from his working years to the years of his retirement. 
You know the provisions of the Keough-Jenkins bills better than I1— 
H. R. 9 and 10—and I do not need to go into the measures here. I 
believe, however, that the bills are sound and would help relieve the 
tax problem I have talked to you about. 

In conclusion, then, I think that providing equality of tax treat- 
ment for self-employed persons and employed persons, with respect 
to payment made to acceptable retirement funds, is desirable not only 
because it is a fair thing to do, but also because it would aid the econ- 
omy by encouraging saving and thus reducing to some extent the pres- 
ent inflationary tendencies and by encouraging self-employment. 

I thank you for giving me an opportunity to be here. 

Senator Morse. ‘Thank you very much, Mr. Connelly. You are a 
good pleader for a good cause. 

Senator Thye? 

Senator Tuyr. I have no further comment. 

Senator Morse. Mr. Counsel ? 

Mr. Erickson. I have a couple of questions, Mr. Connelly. One 
that has been asked earlier today of people that have backed the 
Keogh-Jenkins concept: What do you believe will be a fair amount to 
be allowed as a deduction ? 

Mr. Connetty. Well, I think the provisions set forth in the Jen- 
kins-Keogh bill are sound in this respect that there are very few small- 
business men who would be in a position to provide up to $5,000 in 
1 year as a retirement fund. 

Mr. Erickson. Isn’t that exactly the reason why a lesser amount 
might be more satisfactory ? 

Mr. Conney. No, not necessarily, because if a man is in a position 
to set aside 10 percent of his income, and that should amount to 
$5,000, certainly his living standard over the period of years that he 
has been preparing for his retirement have risen to such a point that 
it woulld require that type of an income in order to maintain him 
without having him step down to a much lesser scale of living than he 
had previously been working up to. 

Mr. Erickson. Don’t you feel that the committee could do a real 
service by providing a lesser amount, say, an amount of $1,500 or 
$2,000, and still supply retirement benefits to most of the small- 
business people in the country even though it might for some of them 
reduce their standards slightly ? 

Mr. Connetty. No; I don’t believe so, because in 10 years a small- 
business man might have at his disposal the amounts that would be 
provided by the bill. He could not accumulate enough that would 
allow him to provide a standard of living for himself, or a retirement, 
because he would necessarily have to be paying some income tax on the 
retirement money that he had set aside, and that would depreciate 
considerably what he would have available. 

Mr. Erickson, That is all, Mr. Chairman. 

Senator Morsr. Thank you very much, Mr. Connelly. 

Mr. Connetty. Thank you. 

Senator Morsr. Our next witness will be Mr. Hugh W. Vogl, presi- 
dent of the Wilton Tool Manufacturing Co., Inc. 

We are pleased to have you with us, Mr. Vogl. We have your state- 
ment before us and you may proceed in your own way. 


762 TAX PROBLEMS OF SMALL BUSINESS 


STATEMENT OF HUGH W. VOGL, PRESIDENT, WILTON TOOL 
MANUFACTURING C0., CHICAGO, ILL. 


Mr. Voex. I am Hugh W. Vog!, president of the Wilton Tool Man- 
ufacturing Co. Weare asmall, family-owned concern. We do about 
$2 million worth of annual business, and have over 100 employees. 

What I have to say is this. .A small company of our type earning 
approximately $100,000 a year before taxes has to deliver to the 
Collector of Internal Revenue almost one-half, leaving a paper profit 
of approximately $25,000. 

The question remains: How can a company in dire need of produe- 
tion tools, new machiner y, ex xpanded fac ‘ilitie s, and working capital, 
scrape together $50,000 in cash? This is a point which should be 
considered. 

In order to pay out our 1956 corporate taxes, I had to use a lot of 
persuasion to induce my bank to extend a loan to me which was to be 
repaid early this year, permitting finally, to pay up this corporate tax, 

I honestly feel that the injustice is in the fact that Wilton Tool 
Manufacturing Co., a business with about 100 employees and a few 
hard-working executives finally earning $100,000 before taxes should 
be thrown into the same bag with giants like General Motors, Chrys- 
ler, Du Pont, Sears, Roebuck, Standard Oil, et cetera. A big corpo- 
ration which earns millions of dollars can, without har m, take 52 per- 
cent of such profits and still have enough left to make everybody 
happy. A small company of my type earning $100,000 really does 
not have the $100,000 in the bank and I can prove it by offering for 
submission a copy of our official CPA financial statement for the bal- 
ancing period April 30, 1956, through oe 1957. 

Point 2 is just as important, and interlocking with what I am stat- 
ing above concerns the question of depreci: ition methods as provided 
by the tax laws, which are crippling every effort of a small manufac- 
turer to scrape together a little money and buy new machinery when 
the old ones wear out. 

As a typical example, I want to refer to our case. We started out 
in 1941 when the priority system was already in existence. I was 
forced by such circumstances, and by lack of capital, to start with 
secondhand machinery, which I purch: ased wherever I could. 

Miraculously, I was able to operate in such a way during the war 
years and in 1946 and 1947 I made use of the War Assets Administra- 
tion sales of machinery and equipment and reequipped our factory 
from top to bottom with new or secondhand good modern machinery 
bought under the Clayton formula, paying to the Government. be- 
tween 36 cents to 45 cents on the dollar according to the age of the 
machine. 

Let’s take a typical example on a Gisholt turret lathe No. 21. which 
I bought in 1946 from the Government. The list price for the ma- 
chine which the Government purchased in 1942 was around $18,000. 
In 1946 or 1947 when I bought the machine I[ paid 37 cents on the 
dollar to the War Assets Administration, in other words, approxi- 
mately $6,600. Since 1947 I have been amortizing such machine and 
of course it is amortized today to near nothing. 

The machine now needs to be replaced. But behold, a new ma- 
chine of this kind costs today $38,000 completely equipped, and deliv- 
ered. But amortizing $6,600 will not give us a chance to accumulate 
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funds to every buy another new machine and in desperation we are 
now discussing with some hard-pressed machinery tool builders, to 
rent machinery since we simply can’t afford to buy any. 

If you look over my balance sheet, you will see that I have written 
off all my machinery to approxim: itely $ $55,000. Against that I can 
show an appraisal by the First American Appraisal Co., for fire in- 
surance purposes, which indicates that I must carry around $400,000 
fire insurance just to have insured the repl: iwcement value of machin- 
ery alone. In other words, l am amortizing $55,000 machinery which 
has today a replacement value of about $400,000 which will never get 
me out of the dilemma of how to buy new equipment. 

[ respectfully propose that the corporate tax be graduated from 
about 20 percent to 52 percent bracket and that firms who do not 
make at least $500,000 profit shouldn’t pay a 52 percent tax. See- 
ondly, I am convinced that it is only fair to be permitted to re- 
appraised in some way the value of equipment on hi and and amor- 
tize without penalty particularly machinery at the replacement value. 

Finally, I respectfully propose that means and ways be found to 
enable small-business men to purchase on long-term credit new capi- 
tal equipment preferably without interest with the United States 
Government retaining the title to such equipment until paid up. The 
Small Business Administration is not the proper office to turn to, 
since they discourage loans. The whole of the United States of 
America would greatly gain if we would be able to buy new machines. 
Such machines would have to be of United States manufacture. 

Thank you for the opportunity of expressing my opinion. 

Senator Morse. Mr. Vogl, I not only appreciate this statement, but 
I want to say that your testimony on this depreciation problem, 
along with other testimony that I have heard here in C hicago today, 
has impressed me very much, and I am going to give it, : as I am 
sure my colleagues will, some exceedingly thorough study. If these 
facts hold wp as you have pointed out, and as other witnesses have 
pointed out, it is my opinion that we certainly need some legisla- 
tion that would come to the relief of businessmen that ought to be 
replacing worn-out machinery with new machinery because it is out 
of that new machinery that we are going to get the economic produc- 
tive power that we are going to need for many purposes ; increased 
employment to take care of our increased population; increased con- 
sumer needs that we are going to have to develop to meet that pop- 
ulation trend. 

I think you make a strong prima facie case along with the other 
witnesses on this depreciation item particularly. 

Senator Trye. The machine that you pure hased from the Federal 
Government at the price of $6,600, is beyond repair, is it? 

Mr. Voci. Yes; itis. Weare maintaining it with much effort. 

Senator Truyr. There are new machines that are more efficient in 
operation that would lessen the overhead even beyond the repair fac- 
tor that is involved in the old machine ? 

Mr. Voci. Yes; we had to make a deal and purchase a similar one. 
We had to go to England to buy that machine. 

Senator Tuyr. You mean the machine that you had was made in 
England? 

Mr. Voen. No; that is a machine made in Cleveland, Ohio. 
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Senator Ture. Yes, but if you were going to buy: 

Mr. Voeu. We couldn't buy a new Ameri ican machine so we bought a 
smaller one just for emergency, from England, and we still need one 
of this size to replace the old one, but we just can’t afford it. We can’t 
even dream of such an investment today. 

Senator Ture. Of putting that much money—thirty some 

Mr. Voc. $38,000. 

Senator Ture. Of putting $38,000 in a new machine? 

Mr. Voct. Thatisr ight. 

Senator Tuyr. Now, the other statement that interested me was 
that you said the Small Business Administration is not the proper 
office to turn to since they discourage loans. 

Mr. Vocu. Well, I tried to. We built a new plant in Schiller Park, 
and my budget, unfortunately, proved to be a little tight, and I ran 
short about $70,000, and I didn’t have money to pay for the finishing 
touches such as the parking lot. I was in desperate need of about 
$20,000 to finish the most important items, and I would say the Small 
Business Administration officer in Chicago talked me out of it. 

Senator Ture. Did the bank 

Mr. Voat. I had to go to the bank, and I still owe them money. 

Senator Ture. I am interested because I am the gentleman who in- 
troduced the bill that created the Small Business Committee. 

Mr. Voc. I’m sorry. 

Senator Tuye. And I look upon it in this manner that if I find that 
it is not functioning as we had hoped for, that I try to get all the facts 
that I can about it; because we had in mind that there would be a time 
when a businessman through no fault of his own would be hard 
pressed and yet, if he went to the local bank, the banks are under 
certain restrictions, both Federal and State, and, therefore, they must 
comply with the restrictions imposed by the F ederal laws and also the 
State laws relative to what type of loan they can ac cept or approve. 

Now, the purpose of this Small Business Administration is not to be 
competitive with banks; it is not its purpose to replace banks. It is to 
supplement banks, to help the banks to meet the community require- 
ments, and more especially if the business is in distress because of 
economic conditions. 

I am very much interested in your remark that they discouraged you. 

Mr. Voc. They did. They demanded, first of all, a number of 
guaranties which I just couldn’t offer. I was committed already. 
We had to take upon ourselves a heavy mortgage. I couldn’t offer 
another mortgage on the real property and —— 

Senator Ture. Did they offer to you to go in cooperation with 
the local bank to enter in and make a loan as a participating loan? 

Mr. Voeu. No. 

Senator Ture. Participating with the local bank. They did not? 

Mr. Voeu. No. 

Senator Toyz. Well now, this is helpful to me as a member of the 
Senate. 

Mr. Voeu. They didn’t think it was so important, the way I wanted 
to spend the money. They didn’t inspect it, however. 

They did not realize that I have a brand new, beautiful factory 
which needs $13,000 for a new road so we don’t drive over a mud hole 
when we want to get into the loading docks, and also the parking 
lot which was flooded every time it rained needed to be repaved. 
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They didn’t think it was so very essential, and, finally, I had to give 
up my effort. 

Senator Toye. How did you get a loan? 

Mr. Voct. Well, as always, I had to go to the bank, and after much 
begging, I secured that much money from the bank, giving them 
securities, whatever I had on hand. 

Senator Tuyr. Thank you, sir. That is all. 

Senator Morse. Counsel ? 

Mr. Erickson. I have one question, Mr. Vogl. Did you happen 
to hear Mr. Warren’s testimony earlier today from the Indiana Tele- 
phone Corp. ? 

Mr. Voau. I sure did. 

Mr. Errcxson. I wonder what your thoughts or your opinion was 
concerning his proposal to take care of the depreciation problem ? 

Mr. Voat. I have given it quite a bit of thought. I really feel that 
what we need is a right to create a fund for replacement of ma- 
chinery, which is similar to their case, in other words, before taxes 
because our depreciation rates are so ridiculous that it is really 
pitiful. 

I sent a balance sheet in—you probably saw it. After this in- 
flationary spiral we can’t purchase anything. 

Senator Ture. Right at that point, when you were setting up your 
depreciation on that equipment that you bought for $6,600, did you 
see it up on the basis of that as the cost or upon the true value of 
the equipment ? 

Mr. Voeu. Oh, yes; we had to. I mean, that is the law. 

Senator Tuy. Well, that 1s the way—in other words, you were al- 
lowed a depreciation on this equipment of $6,600? 

Mr. Voau. Yes, sir. 

Senator Ture. Of course, when you try to replace it now, you are 
up in the expense of $35,000 or $40,000. 

Mr. Vocu. Yes, close to that. 

Senator Tye. That is all. 

Mr. Erickson. No further questions. 

Senator Ture. I just had another comment, but it is immaterial to 
the witness’ statement. 

Off the record. 

(Discussion off the record.) 

Senator Morse. On the record. 

Mr. Vogl, when this transcript is completed, I am going to ask 
counsel to submit your testimony to the Small Business Administra- 
tion and ask them to submit to us a report in regard to your specific 
case so that we can review it. 

(Correspondence pertaining to the above suggestion follows :) 


LETTER OF NOVEMBER 19, 1957, From THE SENATE SMALL BUSINESS COMMITTEE TO 
THE SMALL BUSINESS ADMINISTRATION 


NOVEMBER 19, 1957. 
Hon. WENDELL B. BARNES, 
Administrator, Small Business Administration, 
Washington, D.C. 

DEAR Mr. BARNES: On November 12 in Chicago our committee held a hearing 
on the impact of Federal taxation on small business. One of the witnesses was 
Mr. Hugh W. Vogl, president, Wilton Tool Manufacturing Co., Chicago, Ill. In 
the course of his testimony Mr. Vogl told of the difficulties he had with the Small 
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Business Administration when he applied at the regional office in Chicago for a 
loan. Both Senators Thye and Morse expressed an interest in this case and re- 
quested that Mr. Vogl’s testimony be submitted to the SBA so that a report may 
be made to the committee on this specific matter. 

The pertinent testimony is as follows: 

“Mr. Voci. Finally, I respectfully propose that ways and means be found to 
enable small-business men to purchase on long-term credit new capital equipment 
preferably without interest with the United States Government retaining the 
title to such equipment until paid up. The Small Business Administration is not 
the proper office to turn to, since they discourage loans, * * * 

“Senator Toye. Now, the other statement that interested me was that you said 
the Small Business Administration is not the proper office to turn to since they 
discourage loans. 

“Mr. Voat. Well, I tried to. We built a new plant in Schiller Park, and my 
budget, unfortunately, proved to be a little tight, and I ran short about $70,000, 
and I didn’t have money to pay for the finishing touches such as the parking lot. 
I was in desperate need of about $20,000 to finish the most important items, and I 
would say the Small Business Administration officer in Chicago talked me out 
of it. 

“Senator Ture. Did the bank—— 

“Mr. Voct. I had to go to the bank, and I still owe them money. 

“Senator Tuyr. I am interested because I am the gentleman who introduced 
the bill that created the Simall Business Committee. * * * I am very much inter- 
ested in your remark that they discouraged you. 

“Mr. Voet. They did. They demanded, first of all, a number of guaranties 
which I just couldn’t offer. I was committed already. We had to take ourselves 
a heavy mortgage. I couldn’t offer another mortgage on the real property 
and 

“Senator Ture. Did they offer to you to go in cooperation with the local bank 
to enter in and make a loan as a participating loan? 

“Mr. Vocu. No. 

“Senator Tuye. Participating with the local bank. They did not? 

“Mr. Voei, No. 

“Senator Tuyr. Well, now, this is helpful to me as a Member of the Senate. 

“Mr. Voet. They didn’t think it was so important, the way I wanted to spend 
the money. They didn’t inspect it, however. * * * They didn’t realize that I 
have a brandnew, beautiful factory which needs $13,000 for a new road so we 
don’t drive over a mudhole when we want to get into the loading docks, and 
also the parking lot, which was flooded every time it rained, needed to be re- 
paved. They didn’t think it was so very essential, and, finally, I had to give up 
my effort. 

“Senator THyre. How did you get a loan? 

“Mr. Voc. Well, as always, I had to go to the bank, and after much begging 
I secured that much money from the bank, giving them securities, whatever I 
had on hand. 

“Senator Taye. Thank you, sir; that is all. * * * 

“Senator Morse. Mr. Vogl, when this transcript is completed I am going to ask 
counsel to submit your testimony to the Small Business Administration and ask 
it to submit to us a report in regard to your specific case so that we can re- 
view it.” 

It will be appreciated if the SBA will furnish the committee with a report 
on this case and the reasons for Mr. Vogl’s loan application having been rejected 
at the Chicago office. 

Sincerely, 





WALTER B. STULTs, 
Staff Director, Senate Small Business Committee. 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., December 4, 1957. 
Hon. JOHN SPARKMAN, 
United States Senate, Washington, D.C. 

DEAR SENATOR SPARKMAN: This is in reply to your letter of November 
19, 1957, concerning the testimony of Mr. Hugh Vogl, president of the Wilton 
Tool Manufacturing Co., Chicago, Ill., before the Senate Select Committee on 
Small Business. 
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According to a report from our field office in Chicago, that office received a 
telephone call on February 29, 1957, from a Mr. C. O. Nelson of the Wilton Tool 
Manufacturing Co. Mr. Nelson expressed an interest in a $10,000 loan for the 
purpose of constructing a driveway into the company’s plant. He further stated 
that the plant was mortgaged but that the machinery and equipment was 
unencumbered. Our representative inquired as to whether or not the real-estate 
mortgage could be increased to provide the necessary funds or whether a request 
had been made to the company’s bank of deposit for a loan. Mr. Nelson was 
furnished with informational material concerning our lending program and 
policies which explained our requirement that a Small Business Administration 
loan caunot be granted if funds are otherwise available on reasonable terms from 
banks or other lending institutions. 

I regret that Mr. Vogl apparently misinterpreted our request to ascertain the 
availability of funds from normal lending channels as an attempt to discourage 
his company from seeking a loan from the Small Business Administration. 

Sincerely yours, 
WENDELL B. BARNES, Administrator. 

Mr. Voet. Thank you, sir. 

Senator Morse. Our next witness will be Mr. Tracy Kohl, Oak 
Park Arms Hotel, Oak Park, Il. 

Mr. Kohl, you may proceed in your own way. We are delighted to 
have you with us. 

Mr. Kouu. Thank you. 


STATEMENT OF TRACY KOHL, OAK PARK ARMS HOTEL, OAK PARK, 
ILL., ACCOMPANIED BY PAUL A. C, ANDERSON, EXECUTIVE 
SECRETARY, ILLINOIS HOTEL ASSOCIATION; AND J. NEIL MOORE, 
SECRETARY, GREATER CHICAGO HOTEL ASSOCIATION 


Mr. Kon. Iam Tracy Kohl, the general manager of the Oak Park 
Arms Hotel in Oak Park, which is the suburb that bounds C hicago 
on the w 7” 

Today, I am speaking at your invitation for the small hotel opera- 
tors of the State of Illinois. With me are Paul A. C. Anderson, 
executive secretary of the Illinois Hotel Association, and J. Neil 
Moore, secretary of the Greater Chicago Hotel Association. 

The presence of your committee here demonstrates a genuine interest 
in checking the experience record at the source. We trust the com- 
ments we have prepared will be helpful. 

The small hotels of Illinois want tax relief—yes. But this is not 
synonymous with asking for blanket reduction. We think consider- 
able relief can be produc ed by simple remedies, such as, more specific 
definitions, protection against unfair competition, and by permitting 
a very small corporation to be taxed as a partnership. 

When you examine the small hotel business, you find individual oper- 
ators, where the owner, his business, his home and his perishable inven- 
tory are all under one roof. Some of this makes for a fundamental 
difference of the business structure and, hence, some unduly burden- 
some taxloads. 

As a matter of fact, 70 percent of the membership of the American 
Hotel Association is made up of hotels of less than 100 rooms, and I 
suspect there is another 10 percent that could be added, who are not 
members of the association, with less than 60 rooms, so that is the 
volume we are speaking about. 

Gentlemen, the big word in small-hotel planning and programing in 
recent years has been upgrading. Our conv entions, our trade journals, 
our panels in State meetings are all keyed to upgrading of physical 
property and how it can be financed. 
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Small hotels have difficulty borrowing money because of poor earn- 
ings, which means that rehabilitation programs must be delayed until 
the income has been earned. But if the tax collector takes $7,500 out 
of the small corporation’s pretax earnings of $25,000, the improve- 
ments are delayed just that much longer. 

Thus, we think the small-hotel operator needs a liberal definition of 
repairs, as distinguished from capital expenditures, or legislation, such 
as the Curtis bill (H. R. 5735). 

I hasten to say that the encouragement Congress enacted by way 
of different formulas, known as the “sum of the digits” and the double- 
declining-balances method, used in computing depreciation, has been 
of considerable value in this upgrading program, and we are hopeful 
it will be retained as a part of the statutes. 

I would like to call attention to the unfair competition resulting 
from tax-exempt groups. I refer to the fraternal organizations, the 
country clubs, social clubs, and other types of institutions that mas- 
querade as nonprofit organizations. Evidence of these abuses is 
voluminous, some quite blatant. 

A recent formal hearing in Washington clearly revealed the bur- 
densome character of this competition, so I feel no need to argue 
the point. I refer to instances such as a fraternal organization in 
Springfield that pays no real-estate tax, no personal-property tax, 
and no income tax. A small hotel in Paris, [1l., was forced by the 
competition of a fraternal group to close its dining room. This con- 
dition exists in many small cities in Illinois. Hence, tax returns are 
below par in such areas. 

Please understand, we are not opposed to the functioning of the 
regular social and institutional activities of the YMCA, churches, or 
fraternal groups, country clubs, or veterans’ groups in any community, 
but we seriously object ‘to their entry into competition with private 
business in violation of their charters which classify them as tax- 
exempt institutions. We offer three possible remedies: 

1. Their income-tax returns be made available for public inspec- 
tion, as proposed in the Mills bill (H. R. 8381). 

Amend section 501, Revenue Code, to make all tax-exempt groups 
liable for Federal income tax on unrelated business activities. 

3. Strengthen regulations of the Internal Revenue Service to close 
loopholes by which tax-exempt establishments are now competing 
with taxpaying hotels and restaurants for food and beverage business. 

Mr. Erickson. May I interrupt at that point. You intend these 
to be cumulative ? 

Mr. Kou. One, two, and three, you mean ? 

Mr. Erickson. Right, or do you feel 1 or 2 of them could handle 
the job, or 1 of them can handle the job? 

Mr. Kont. By cumulative, I mean each of them would attack a 


different source of injury, and that each should be considered as 
such. 


Mr. Erickson. All right. 

Mr. Kouu. Now, about retirement programs about which we just 
heard something. 

Generally, it is an individual who operates the small hotel. This 
individual or partner is vitally interested in legislation that will 
remove the discrimination in favor of corporate employees with re- 
spect to retirement programs. 
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Partnerships and sole proprietors ask the privilege of the cor- 
porate employee to treat as deductible expenses, for income-tax pur- 
poses, funds paid into retirement programs, profit-sharing, pension 
plans, and the like. 

The question of meals and lodging is another sensitive spot for pro- 
prietors and partners of smal] hotels, and they are particularly inter- 
ested in a new interpretation of the present ruling. 

Section 119 of the 1954 code provides that meals and lodging, re- 
ceived by an employee living in the building for the convenience of 
the owner, are not taxable income. Recent court decisions have held 
that individual owners and partners must allocate a portion of the 
operating expenses of the business to the meals and lodgings they 
receive, which, in effect, represents the disallowance of such expenses 
for income-tax purposes. Surely, where the small-hotel owner is 
such an important part of the functioning staff, he is there to eat and 
sleep, not only for the convenience of the property but as a necessity. 

Now, to summarize, I have a paragraph which did not appear in 
the original. 

The small hotels in Illinois would be greatly relieved if they could 
have protection against the charter violation of tax-exempt institu- 
tion, if they could have a broad interpretation of the privileges of 
indiivdual owner as opposed to the anal corporate owner, and if they 
could have a review of some important definitions. 

Gentlemen, to us this seems a modest request, and we are sincerely 
grateful to the committee for the consideration the small hotels are 
receiving. 

I thank you. 

Senator Morse. I am very glad to have your statement, Mr. Kohl. 

It is one of the most difficult problems that confronts me as a legis- 
lator. I will point out that I am very much concerned, for example, 
of the economic activities of charitable trusts in our economy today 
which, I think, is somewhat related to your point, and we are certainly, 
in my judgment, going to have to give very careful consideration to the 
problem you raised. 

Senator Thye? 

Senator Ture. I have no questions. 

Senator Morse. Mr. Counsel ? 

Mr. Ertcxson. I have several questions, Mr. Chairman. 

Senator Morse. Proceed. 

Mr. Erickson. Mr. Kohl, on your first suggestion concerning the 
alternative election on the part of corporations to be taxed as a part- 
nership, do you feel that a partnership or individual should be per- 
mitted the opportunity to be taxed as a corporation ? 

Mr. Konu. Yes, the same privilege, what we refer to as the small 
corporation privileges, yes. 

Mr. Erickson. So you believe you should have the privilege if you 
operate as a corporation to be taxed as a partnership and vice versa. 
If you operate as an individual or partnership that you be able to be 
taxed as a corporation ? 

Mr. Kon. The individual, proprietor, or partners feel that the cor- 

orate organization has privileges that they don’t have, and they would 
ike to be included in what they feel in most cases wasn’t anything so 
deliberate, but just a slight oversight in the wording. 
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Mr. Erickson. You feel this right should go both ways in the 
election. 

Mr. Kout. I am not speaking for the corporate group and how they 
would feel about wanting to have the privileges of individuals. I am 
speaking of individuals w anting privileges of the corporate group. 

Mr. Erickson. All right. You also suggest at the bottom of your 
first page that the “sum of the digits” method has been valuable in the 
upgrading of your hotel business. 

Are there many small] hotels that use secondhand equipment, Mr. 
Kohl? 

Mr. Kontu. I think not because Mr. Anderson, who sits there, tours 
the provinces and counties and sees those small hotels and visits enough 
to know that what they are using is already pretty bad secondhand 
equipment, and there isn’t much of a source of secondhand equipment 
now, either, that I think would be useful. 

Trend, styles, and motif change so fast, that, gee, you are out of 
date in 5 years. 

Mr. Ertcxson. So the extension of section 167 benefits of used equip- 
ment would not be of importance to your folks? 

Mr. Kount. I can’t say that. They can take full advantage of it, 
but I don’t know of cases where it could be. 

Senator Tuyr. Only in the laundry or something of that kind where 
you might use some machinery, but there would be no adv antage in— 
you wouldn’t go out and buy any secondhand mattresses. 

Mr. Kon. No. 

Mr. Erickson. One further question. As far as retirement pro- 
grams are concerned, what amount do you feel would be fair to allow 
an individual operator to deduct from his present income for retire- 
ment purposes ? 

Mr. Kont. I don’t have an opinion that I would like to express on 
that, as a matter of fact, because I think the experts can decide that, 
and because I think it is the same kind of an amount that other groups 
in this same bracket of income and capital structure would w ant, and 
there isn’t any special request or classification that small members 
would want other than set up asa general answer. 

Mr. Ertcxson. That is all. 

Senator Morse. Thank you very much. 

Mr. Kont. Thank you. 

Senator Morse. Our next witness is Mr. R. R. Laidley, of Mickel- 
berry’s Food Products Co., Chicago, I]. 

Is Mr. Laidley here? Apparently not. 

His statement will be received in the record at this point. 

(The statement referred to follows :) 


STATEMENT OF R. R. LAIDLEY, PRESIDENT, MICKELBERRY’S Foop Propucts Co., 
CHIcAGo, ILL. 


Gentlemen, I feel that the Federal tax structure has an effect on small busi- 
ness different from that on other segments of the economy—particularly large 
business corporations. 

The main difference is because of the small amount of capital available for 
growth, expansion, or even keeping equipment modernized so as to remain 
economically competitive. A business which starts out with a small capital, 
even though it operates at a profit, finds that, under the combination of today’s 
high tax rates and the continually rising costs of capital goods, it is almost 
impossible to accumulate enough capital from earnings to keep up with its 
normal needs for new plant and equipment. 
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In the belief that it is important to the Nation as a whole to encourage 
the starting and growth of small businesses of all kinds, it is my suggestion 
that tax relief be given to such businesses and that it be given in such a manner 
that it will be used to encourage growth. One such manner that I herewith 
put forward for consideration is: 

1. Increase the surtax exemption of new companies by 20 percent of the 
company’s starting capital each year, for 5 years. 

>. Increase the surtax exemption of all small businesses by 20 percent of 
any additional paid-in capital each year, for 5 years and by 20 percent of any 
purchases of fixed assets each year, for 5 years. 

The reason for suggesting spreading the credit for new investments over 5 
years is because usually the effect of such investments is not immediately felt 
in profits. Possibly the same effect could be had more simply by giving 100 
percent credit in the form of increased surtax exemption in the year of invest- 
ment and then allowing a carry forward of any unused surtax exemption for 
5 years. 

This kind of tax relief would not only help solve a serious problem of growth 
(and even survival) for small businesses but it would also provide a stimulus 
to all business because it would encourage the investment of current earnings 
into new equipment thereby creating more employment and generating more 
total income taxes so that the net result of such tax relief as is proposed would 
not necessarily reduce the income tax collected by our United States Treasury 
Department. 

I am confining my comments to this particular form of relief in the belief 
that any discussion of the other items on your list would likely be repetitious 
of other witnesses and also more controversial in nature. 

Thank you for this opportunity to testify. 

Senator Morse. Our next witness will be Mr. William M. Doherty, 
attorney, Chicago. 


STATEMENT OF WILLIAM M. DOHERTY, ATTORNEY, CHICAGO, ILL. 


Mr. Donerry. My name is William M. Doherty. I am a partner 
in the law firm of Bishop, Burdett, Falasz & Doherty, which is en- 
gaged in the general practice of law in Chicago, Il. 

Our firm represents clients in different types of business of varying 
sizes. From my association with them, particularly those which I 
would classify as small business, I know that their main problem 
consists of retaining enough of their earnings after taxes to have 
sufficient working capital and funds to expand or improve their 
operations. 

Our small-business clients experience much greater difficulty in 
obtaining credit in the oper market than do our larger business clients 
which, of necessity, weakens their competitive position. 

Small business is one of the bulwarks of our economy and should 
receive as much aid as is possible to insure not only its survival but 
its growth. We have acknowledged this fact as evidenced by the 
creation of the Small Business Administration and our policy of 
awarding Government contracts to small business whenever possible. 

This committee’s purpose is to determine the effect of taxation on 
small business and what relief therefrom, if any, should be granted. 

It is my conviction that the best method of aiding small business is 
to maintain an economic climate in which everybody prospers and 
not by granting small business special tax relief. 

I believe that the way to provide such an economic climate is to 
have an overall Federal tax reduction along the lines proposed in the 
Sadlak-Herlong bill. This bill calls for overall tax reductions during 
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a 5-year period, with limited postponement procedures if such should 
be necessary for an additional 4 years. 

My reasons for such belief are: 

First: To single out small business, however that phrase may be 
defined, for exceptional tax relief is not, in my judgment, either 
political] feasible nor economically sound. 

One of the principal objectives of our Government’s tax policy 
should be uniformity for the purpose of assuring as much as possible 
a balanced economic growth and stability 

As the Joint Committee on the Economic Report stated in its 
January 1956 report 

A prime objective of Federal tax policy should be to strive for neutrality in the 
application of our revenue laws. This neutrality in impact will be closely 
approximated by providing uniform tax treatment for all taxpayers with equal 
taxpaying ability, without reference to the particular circumstances out of 
which the taxpaying ability arises. 

The joint committee also stated: 


If preferential tax treatment is afforded any group in the economy, it neces- 
sarily implies a value judgment with respect to the type of economic activity 
most essential to the process of economic growth. We must be keenly sensitive 
to the weight of responsibility we assume if such decisions, which traditionally 
we are inclined to leave to the mechanism of the price system in the market, 
are made, * * *. Moreover, experience has shown that preferential tax provi- 
sions tend to produce chain reactions; each such provision leads to claims for 
Similarly preferential treatment from taxpayers who do not quite qualify for 
the initially provided benefits. 

In line with these statements, I raise the question of how small busi- 
ness is to be defined. Where is the line of demarcation between large 
and small business to be drawn? I should fear to have the task of 
drawing such a line to the satisfaction of all concerned. 

Second: Our economy is becoming more and more interdependent. 
A downward trend in one segment of our economy affects many other 
segments, if not all. Also, the converse is true. 

A dip in sales of automobiles, for example, affects the steel indus- 
try which, in turn, affects the coal industry. If layoffs of employees 
result, small business in the form of grocers, clothiers, and the like, 
suffer because of a decrease in purchasing power of their customers. 

Tax relief granted to one segment of our economy which does not 
benefit the remainder m: uy very well turn out to be no relief at all. 

I am a lawyer and do not profess to be an expert on economics, but 
it seems logical to me that an overall rate reduction for all taxpayers 
would be more beneficial to this country’s total economy and, there- 
fore, necessarily for smal] business, than would exceptional tax relief 
for small business. 

Third: A substantial portion of the small business in this country, 
estimated at 84 percent, is conducted by individuals, either as sole 
proprietors or as partners. Any tax relief worthy of "the name must 
be a reduction in individual r ates. How else can such individuals 
retain sufficient earnings for working capital and for future growth 
and expansion of their small businesses ? 

Fourth: Our country in the immediate future is going to be faced 
with the problem of lack of growth in the economy. It appears that 
the postwar boom is leveling off. 

A recent survey by F. W. Dodge Corp. of some 200 business and 
university economists revealed that in their opinion inflation is our 
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No. 1 problem today but in 1958 it will be lack of growth in our 
economy. Growth can be stimulated by permitting the accumulation 
of venture capital. 

Without an overall tax reduction, such accumulation is extremely 
difficult in my opinion. Our population is growing rapidly and our 
labor force will be increasing so that it is imperative that those tax- 
payers in the middle and higher income-tax brackets be permitted to 
retain more of their income in order to provide the venture capital 
necessary to expand existing business and create new businesses and, 
thereby, provide more jobs for the new members of the labor force. 

Fifth: An overall gradual tax reduction would, in effect, put a 
brake on Government expenditures. As Representative Sadlak has 
stated in support of his bill—it will— 
set up competition for tax reduction in a potential amount * * * as against 
using revenue growth to expand old and undertake new Government spending 
programs. 

This, to me, cannot be emphasized too much. I definitely would 
not be in favor of a tax cut at the expense of our Nation’s security, 
but I do not believe a gradual overall tax reduction would jeopardize 
our Nation’s security. 

I do believe it will compel the elimination of waste in the budget; 
cause more efficient operation of various Government agencies and 
cause the curtailment or abandonment of dubious expenditures. It 
may very well cause the postponement of projects highly desirable for 
our country, but we cannot accomplish all of our goals at once. 

It is my firm conviction that running the Government is much like 
running one’s house. The more money there is to spend, the more 
money there is spent. We have set a limit on the amount of the Gov- 
ernment debt, and from all I have been able to ascertain, the adminis- 
tration has been scrambling to keep within that debt limit. I might 
add that it is being proposed to increase it again. 

In my judgment, setting a debt limit was a wise move for I believe 
the Government debt would be larger today but for the limit set. I 
feel it is now time to put some limit on the amount of Government 
revenue. 

Sixth: The Sadlak-Herlong bill provides for an overall tax reduc- 
tion out of the normal growth of our economy, which I believe to 
be a wise and logical approach. 

The total tax take of the Government should not be lessened from 
its present level, and, indeed, assuming a normal growth of our econ- 
omy and no large increase in expenditures, provision can be made 
for regular retirement of a portion of our national debt. 

The reduction is gradual, extending over a 5-year period with post- 
ponement procedures allowing for an additional 4 years within which 
to effect the total reduction so that there should be no major disrup- 
tion in the planning of the Government’s future expenditures nor a 
large, sudden increase in the purchasing power of taxpayers. 

I realize that the amount of our taxes is determined to a great 
degree by world events. The birth of the Sputnik has already caused 
restoration of prior cuts in defense spending. I believe, however, 
that we can destroy ourselves through high taxation. It is just as 
important to the security of our country “that we maintain a pros- 
perous, growing economy as it is to arm ourselves to the teeth. 
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It is my judgment that the principles behind the Sadlak-Herlong 
bill afford us an opportunity to maintain the security and ec onomie 
health of our country and at the same time relieve the taxpayers of 
the heavy burden they have been carrying so long. 

With respect to the suggestions for tax relief which this committee 
has asked to be considered, I have the following comments on several 
of them. 

1. Tam in favor of permitting estate taxes to be paid over a period of 
years as such a provision would more easily permit the continuation of 
family type business in the event of the death of one of the partners or 
major stockholders. 

2. Lam definitely in favor of permitting the use of alternative meth- 
ods of depreciation under section 167 for used " secondhand property. 
This would be particularly helpful to small businesses which need 
machinery and equipment but have insufficient capital to purchase 
such items from the manufacturer. 

3. Iam definitely in favor of permitting a proprietor of an unincor- 
porated business to be treated as an employee under a qualified pension, 
profit-sharing or stock-bonus plan as a matter of principle. 

In conclusion, I believe the wisest way to afford relief to small busi- 
ness is by an overall reduction of individual and corporate tax rates 
in substantially the manner proposed in the Sadlak-Herlong bill. 

Senator Morse. Thank you very much, Mr. Doherty. 

Senator Thye? 

Senator Ture. I have no questions, Mr. Chairman. 

Senator Morse. Mr. Counsel? 

Mr. Erickson. I have no questions. 

Senator Morse. Thank you very much, indeed, for appearing, Mr. 
Doherty. 

Mr. Donrrry. Thank you. 

Senator Morse. I owe an apology to Congressman Collier. I hope 
you will accept it for not calling on you before this. 

I understand you have a brief statement to make. Will you come 
forward and make your statement? In fact, you should be sitting 
up here with us. 


STATEMENT OF HON. HAROLD R. COLLIER, A REPRESENTATIVE 
IN CONGRESS FROM THE 10TH DISTRICT OF ILLINOIS 


Congressman Coturer. Thank you, Senator. 

May I say before I start my statement that it isa ple asure to have 
the distinguished committee here in our fair ¢ ity of Chicago. Know- 
ing the problem that you have as to time, I am going to be very brief, 
but I would like to offer this statement. 

I represent a typical metropolitan suburb and district which extends 
from the west boundary of Cook County into the northwest wards of 
the city of Chicago, and I believe my constituency includes as many 
‘owners and proprietors of small-business firms as that of any district 
of any Member of the House of Representatives. 

One cannot work as closely with the businessmen and various busi- 
ness groups as I have without a full sense of appreciation of their prob- 
lems, and certainly a deep concern and the need for legislation to relieve 
the present burden of Federal taxes. 
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The local governments of many of the communities in my district, 
the towns, cities and villages, are economically dependent upon small 
businesses, by and large, principally to help furnish the taxation for 
adequate public services at a local level. 

Realizing the need for legislation to afford these smaller business 
firms relief from the squelching burden of Federal taxes, I intro- 
duced House bill 5652 on March 17, 1957, and since my return to 
the district in September, I have had renewed discussions of this 

roblem with various businessmen in the category defined as small 
Siatneating. 

If there has been one, there has been a score in every line of small 
business in my district who have said while competition seems to be 
getting tougher, and operating costs are rising, I find myself in a 
particul: arly tight squeez re today. “By the time I meet my local tax 
obligations along with Federal taxes, I have little or nothing left 
to reinvest in my own business.” 

I could go into specific cases and specific instances, but, again, I 
say I am cognizant of the time limitations upon these hearings. 

I know, too, that it would undoubtedly be repetitious with some of 
the other testimony you have had presented here, and that you must 
have had in other cities in the course of these hearings, but I would 
like to—— 

Senator Morse. May I say that you certainly will be welcome at 
any time to file any additional statement with this committee that 
you would like to because we want your help, and if there is any in- 
formation at a later date that you ‘think we ought to have, we will 
be glad to have it, or even better still, we would be glad to have you 
come over and sit down with us in executive session when we come 
to discuss proposed legislation, and give us the benefit of your 
experience then, too. 

Congressman Courier. I have an extensive file, Senator, and I ap- 
preciate the offer very much. 

[I would like to reiterate as emphatically as I know how the neces- 
sity for an amendment to our Internal Revenue Code to provide a 
practical tax program to encourage expansion, modernization, and 
the growth of small and independent business enterprises. 

There have been a variety of legislative proposals as you well know 
to meet the needs of small-business firms in today’s booming economy. 
Many of them are based upon the same ultimate purpose as my House 
bill. However, I should like to —_ on this committee, if I may, 
to stress particularly the need of a measure to provide certain pref- 
erences as has been spoken about ete today for the election of filing 
income-tax returns, and I trust it could be made effective by March 
dl, say, of 1958. 

I believe the amendment to the Internal Revenue Code should offer 
a normal tax return of 20 percent for the taxable year after the date 
set forth which would be, of course, March 31, and to increase the 
surtax exemption so that the credits for losses incurred through in- 
vestment or loans to small and independent business enterprises be 
permitted. 

I also feel that this legislation should go one step further so as to 
provide for the rapid amortization of property utilized for the pro- 
duction of profit by this class of business. 
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I respectfully request that my legislation proposed, identified as 
H. R. 5652, be given the careful and considered appraisal of this com- 
mittee 7 advancing the final legislation to correct the existing problem. 

It deals with a carefully designed exemption and tax scale for expan- 
sion, a reduction in corporate normal tax, and the election of individ- 
uals and partnerships to be taxed as corporations, as well as the election 
of qualifying corporations to be taxed as partnerships. 

May I take this opportunity to commend the chairman of this com- 
mittee for his interest in this problem which is a very vital problem in 
my district, and I am sure in many other districts throughout the 
Nation tod: ay. 

I appreciate very much the time you have given me here this after- 
noon. 

a Morse. Congressman, I want to assure you your bill is 
under the consideration of this committee, and when we come into 
executive session on our various proposals, we undoubtedly shall be in 
touch with you, either through the committee or through our staff. 

Congressman Cotuier. Thank you, Senator. 

Senator Morsr. Thank you very much, indeed. 

Are there any questions ¢ 

Senator Tuyr. I have no questions. 

Mr. Erickson. No questions. 

Senator Morse. Our next witness will be Mr. Isaachsen, president of 
the Imperial Blue Print Co., 4737 North Western Avenue, Chicago, IIl. 

Weare very happy to have you with us, Mr. Isaachsen. 

Mr. Isaacnsen. Thank you, sir. 

Senator Morsr. You may take the witness chair and proceed in your 
own way. 


STATEMENT OF EDWARD ISAACHSEN, PRESIDENT, IMPERIAL BLUE 
PRINT CO., CHICAGO, ILL. 


Mr. Isaacusen. My name is Edward Isaachsen. I am president of 
the Imperial Blue Print Co., Chicago, Il. 

I represent a company employing about 22 people equally divided 
into 2 plants. We manufacture Seas: diazo (white) prints, 
photocopies, offset prints, and sell dr: ‘afting supplies. 

In accordance with the wishes of the above committee, the under- 
signed will follow the outline prescribed in the memorandum for 
witnesses insofar as possible. 


ITEM 





1, PERMIT ESTATE 





TAXES TO BE 
OF 





PAID IN INSTALLMENTS OVER 
YEARS 


4 PERIOD 











Westrongly urge that passage of an installment payment of an estate 
tax be effected. We are unable to dispose of our estate as we choose. 
We have been in business over a period of 20 years. Even though over 
half of this period has been through unprecedented prosperity, we have 
still been unable to establish cash reserves. 

Our resources are constantly being returned to the corporation for 
purchase of machinery and equipment. In the event of death of 
myself, the business might have to be liquidated to satisfy my estate 
taxes. Employees of this company who will have loyally served over 
most of their working lifetime would be forced into inferior positions 
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by a new purchaser of the business. The average purchaser would 
bring his own personnel for the top jobs, causing a downgrading of 
jobs ‘for the older employees 

It certainly could not be expected that purchasers would buy the 
business for any other purpose than creating jobs for themselves and 
improving their income potential. Our type of business is one that 
is profitable only to those owners or officers who actually devote full 
time to the business. 

In the event we were able to purchase non-interest-bearing tax-an- 
ticipation certificates which would not be included in our t taxable es- 
tate, we would be able to alleviate much of the hardship that would 
exist under present regulations. 

It is of the utmost importance that a 10-year period after death be 
allotted for the satisfaction of estate taxes. 


ITEM 2, PERMIT PARTNERSHIPS AND PROPRIETORSHIPS TO BE TAXED AS 
CORPORATIONS 


[am not qualified to comment on this portion of the proposal. 


ITEM 3. PERMIT TAXPAYERS TO USE ALTERNATIVE METHODS OF DEPRECIA- 
TION PROVIDED BY SECTION 167 OF THE 1954 INTERNAL REVENUE CODE 
FOR USED PROPERTY 


Due to a combination of chemicals used, and a very expensive light 
source that deteriorates rapidly, our machines become obsolete very 
rapidly. The resale value is so small that shipping of the machines 
in most cases exceeds their value. 

Passage of such a proposal could lead to maneuvering and “chisel- 
ing” by certain operators who wished to purchase, create a fast depre- 
ciation, repurchase and resell. This proposal would, in my judg- 
ment, be very difficult to administer. 


ITEM 4. PERMIT A PROPRIETOR OF UNINCORPORATED BUSINESS TO BE TREATED 
AS EMPLOYEE UNDER THE QUALIFIED-PENSION, PROFIT-SHARING, OR 
STOCK-BONUS PLAN 


As an officer of a corporation that has a profit-sharing plan as well 
as being a trustee of that plan, I strongly urge that a proprietor of un- 
incorporated business be treated as an employee i in a qualified plan. 


ITEM 5. GRADUATED CORPORATE TAX ATES 


I am strongly opposed to a graduated corporation tax rate. Weare 
in a service business and must perform a service for our customers at 
the time they need us. We are completely dependent upon their busi- 
ness being good for our business to be good. 

So often during the past 15 years I have heard people say, “I have 
made all of the money that I want to make this year. if I m: ake 
any more, I’ll only have to give it to the Government anyway.’ 

They have reached a certain point of income which they do not 
want to pass. I have always resented hearing people state that they 
were going to stifle their own progress in order to keep from paying 
additional taxes. I am proud to be privileged to be able to pay taxes 
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for services our Government must render. However, I do not want 
corporations to be able to follow the same line of thinking as indi- 
vidual taxpayers in many cases do now; that is, arriving at a certain 
profit figure and then slacken off for the balance of the tax year. 

Many manufacturing businesses that. produce standard items could 
produce ahead in order to satisfy the needs of their customer. They 
could reach a point near the end of their taxable year where they find 
they are going into a higher tax rate and may decide to withhold 
further production, or at least retard it, for that taxable year. 

A situation such as this could create a bad business slump toward 
the end of each year. It could, in my judgment, affect not only the 
manufacturer of the standard item but all of the other businesses and 
professions as well. 


ITEM 6. PERMIT ELECTION OF STANDARD DEDUCTION FOR SMALL 
BUSINESS 


I am not qualified to comment on this portion of the proposal. 


ITEM 7. PERMIT DEDUCTION OF ADDITIONAL INVESTMENT DURING 
TAXABLE YEAR 


We support this item. As stated earlier in this statement, we have 
been unable, throughout our entire business lifetime, to accumulate 
capital. Present allowances for depreciation are inadequate to re- 
place each item. Approximately 60 percent of all of our assets are 
tied up in machinery and equipment. 

Even though we physically set aside cash monthly to cover our 
depreciation allowances, and accumulate considerable ¢ apital over the 
useful lifetime of a particular item, we still have insufficient money 
with which to replace an item of machinery and equipment. 

Technical advances as well as additional cost of labor and material 
makes the replacement item 50 to 100 percent higher. Replacement 
cost alone consumes most of our cash reserves. Hardly an industry, 
and particularly ours, can go along year after year without adding 
to their operations. 

As the old neighborhood drugstore and the old-fashioned grocery 
and meat market have changed to the sale of many items, so have 
manufacturing and service businesses been required to diversify. 
Processes which are still in use require new equipment to continue 
production. They will be with us for the indefinite future. 

In addition to these processes are many new developments which 
require additional machinery and space. Jt is to acquire this addi- 
tional machinery in order to continue our progress that we must have 
additional working ¢ apital. This portion of the bill is of the utmost 
importance to all small businesses, and we respectfully request your 
efforts to assist in its passage. 


ITEM 8. INCREASE EXEMPTION OF CORPORATE INCOME SUBJECT TO SURTAX 


Despite the fact that we are incorporated, we feel that any relief 
that is granted should be made equally to incorporated and unincor- 
porated businesses. 
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ITEM 9. REDUCE CORPORATE NORMAL TAX 


We are of the opinion that any rate reduction should be made to 
include proprietorships and pi itnerships the same as corporations. 

Small business is geared to a prosperous economy. Low margin 
of profit always ev ident in small business because of intensity of com- 
petition has only been possible because of a very high sales volume. 
If sales are lowered by an appreciable amount, only tax relief can 
prevent a large number of small business failures. 

May I express my thanks for the opportunity afforded me to submit 
this statement. 

Senator Morse. Mr. Isaachsen, your testimony is not only clear, 
but unequivocal, and, I think, very helpful to this committee. 

Iam glad that you have expressed, again, this depreciation problem 
that confronts us because I think the testimony today bears out some 
relief on that score is needed, as well as on these other matters. 

In fact, I will say at this point in the hearing what we have heard 
in Chicago today is repetitive and cumulative of what we have been 
told by businessmen in many other parts of the country. 

We have here a problem, I think, that falls into a ‘definite pattern, 
and testimony such as yours is going to be helpful to us. 

Mr. Counsel ? , 

Mr. Erickson. No questions, Mr. Chairman. 

Senator Thye ? 

Senator Tuyr. No questions. 

Senator Morsr. Thank you very much, sir. 

Our next witness will be Mr. Clarence J. McCorkle, a Buick dealer 
in Chicago, Ill. Will you come forward, Mr. McCorkle? We are very 
happy to have you here. You may proceed in your own way asa wit- 
ness. Please take the witness chair. 

Mr. McCorxie. Thank you. 





STATEMENT OF CLARENCE J. McCORKLE, McCORKLE MOTORS, INC., 
CHICAGO, ILL. 


Mr. McCorkie. Senator Morse, I am very happy to have the oppor- 
tunity to come up here. 

My name is Clarence J. McCorkle, and I am a Buick dealer and 
have been in the automobile business in Chicago since 1945, operating 
my business as a corporation. We have 45 people on our payroll. 

fT am the immediate past president of the Chicago Automobile 
Trade Association, which is composed of approxim: tely 450 new-car 
dealers. Our association has basically the same mutual interests as 
the Illinois Automobile Dealers Association, which consists of 1,800 
new-car dealers covering the balance of the State so there are approxi- 
mately 2,200 new-car dealers in this area 

We work very closely with them. I have had occasion to discuss 
our mutual problems with a great many dealers throughout the 
State and feel competent to say I am speaking on the problems of 
the majority of the 2,200 new-car dealers within the State of Illinois. 

I would like to express my thanks to you for the opportunity you 
have provided us by coming to Chicago and making it possible for us 
to present our views to this committee. It is not easy for small busi- 
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ness to deal with the Federal Government to the extent we would 
like to. We do not have the lawyers, the accountants, nor the money 
to come to Washington and discuss our problems as well or as effec- 
tively as we desire. 

We feel, as do the majority of small-business men, and I would like 
to clear this up, Senator Morse, that basically these things I am taik- 
ing about are things that are very close to me, but I also know that 
they are close to every automobile dealer in this State just as well. 

Some form of tax relief is imperative in order to permit our busi- 
ness to survive. We are not seeking a subsidy, but only an opportu- 
nity to permit fuller utilization of our own resources so as to keep pace 
with and to partic ipe ate more effectively in our growing economy. 

One of the most important reasons for the condition we find our- 
selves in is the oppressive effect of income taxes which prevents us 
from retaining enough of our earnings to provide for growth capital. 
Very often there are no reserves to draw upon even to offset cash 
working capital depletion caused by inflationary trends—and high 
income taxes make the retention of reserves difficult or impossible. 

Proper adjustments must be made in our tax structure so as to 
correct this situation. ‘The enactment of H. R. 5735 would contribute 
greatly toward this end. This bill provides, in part, an incentive in 
particular to small- and medium-size business to invest a greater 
proportion of present taxable net income in depreciable assets or 
inventory. 

This proposal will not only help keep small business alive, but it 
will afford an opportunity to add to capital assets and in that w ay 
help maintain progress so necessary for the successful operation of 
our business. This can only lead to additional employment and 
further growth of any successful business. 

What we are proposing is in the public interest. It not only would 
stimulate a healthy and growing Government, but it would mean 
more jobs, and, in the end, greater tax revenue because it offers an 
opportunity of preserving and encouraging small business to grow. 

As people prosper they constantly add to their way of life things 
that require service and those of us who perform such services must 
retain sufficient earnings in order to provide the facilities to grow 
and properly meet the needs of the people. 

I want to make clear that we are not making an issue of small busi- 
ness versus large business. AI] business should be treated the same, 
but under the present law we feel that taxes are inequitably applied. 
Since small business is conducted in several different legal forms, 
and equality of taxation should be established as a rule, partnerships 
and proprietorships and corporations should all be taxed on the same 
basis. 

Another approach to this basic economic plight of small business 
of not being able to acquire and retain sufficient working capital to 
permit it to maintain its relative position in the general economy, and 
to expend in the future is to raise the normal corporation tax rate 
from $25,000 to $50,000. 

This would allow all business the same tax structure but the amount 
retained by small business would be a most important factor to the 
lower-income businesses. Since small business must rely more on 
earnings for capital than large companies, it is obvious the present 
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surtax rate starting at $25,000 falls more heavily on small business 
than on larger concerns. 

Senator Morsr. We tried this, you know, in the last session and got 
beat, but we are going to try again. 

Mr. McCorxtz. I know you did, but we appreciate it very much. 

Senator Morss. It is a sound proposal. 

Mr. McCorxte. I have a little example here. Suppose my busi- 
ness or a business, and this is rather a presumption right at the 
moment, earned $50,¢ mn this year. Now, I am talking about my own 
On the first $25,000, at 30 percent, I would have a $7,500 tax. On 
the second $25,000 i. 52 percent, I would have a $13,000 tax, or a 
total tax of $20,500. Now, if this surtax is raised to $50,000, the 
corporation tax would be $1! 5,000, and there would be a business reten- 
tion of $5,500. Now, although that applies equally to all business, 
nevertheless, that $5,500 is a “pretty important factor. It is reason- 
able to assume that raising this tax ceiling would not impose a heavy 

tax loss on the Government, nor would this change injure big business. 

Senator Morse. In support of the observation you just m: ade, I feel 
the Government would not lose. 

Mr. McCorkte. Actually, I don’t think they would either. I don’t 
see how they can. 

Senator Morse. And the other benefits, after all, are worth a great 
deal to your company—the resulting increase in employment, for 
example, out of which you get new tax dollars. 

Mr. McCorkte. That is right. 

Senator Morse. That would, as I argued, and I did not hear any 
rebuttal to it, actually increase the revenue to the Government. It is 
a very strange thing, ideas that people get, that if you provide legisla- 
tion for needed tax relief it means you are going to decrease the in- 
come to the Government. 

If it is a sound tax relief, the result is usually just the opposite, and 
I think this kind of legislation we fought for would have just that 
effect. 

I didn’t mean to take up your time. 

Mr. McCorkte. I would like to enlarge on that a little bit, Senator 
Morse, just for this reason, that I think we ail agree and understand 
that the services have to grow with the economy, and that the services 
generally are confined to small business; and, although this isn’t in my 
text, I jotted down some figures here that bac k in 1947 the businesses 
under a million dollars in assets accounted for 18.9 percent of all 
manufacturing sales, but they only accounted for 13.3 percent of the 

arnings, and ‘then going up to 1955, they had dropped from 18.9 per- 
cent down to 13 percent of the sales, : and only 414 percent of the profits. 

This was the Current Business Survey of 1954 which showed that 
there were 4,060,000 businesses employing less than 500 people, and 
they ace ounted for 55 percent of the business in employment, and 23 
percent of the total business in employment was in 3,865,000 of these 
4 million companies, and they only employed less than 20 people, so 
small business is an important factor of this economy. 

Up to this point, I have endeavored to indicate to you two workable 
solutions to the basic problem of providing more working capital to 
small business. 

The first solution is that — for in the first part of H. R. 5735 
which allows the retention of $30,000 or 20 percent, whichever is 
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smaller, of earned income prior to taxes, provided it is reinvested in 
the business. 

The second suggestion was that of raising the normal corporate tax 
rate from the present $25,000 limit to $50,000 and making taxes ap- 
plicable to all forms of conducting business, sole proprietorships, part- 
nerships, and corporations alike. 

There is another problem with which small business is confronted 
that should be given your attention. I have reference to the payment 
of estate taxes. The imposition of the present law in this area not 
infrequently constitutes the death knell to a small business upon the 
demise of the owner or senior partner. 

The second part of H. R. 5735 addresses itself to this situation. I 
think we are all familiar with that because it provides for the purchase 
of non-interest-bearing anticipatory estate tax certificates up to the 
sum of $100,000. I commend most highly to your careful considera- 
tion this portion of the bill 

It is the hope of all of us that there is an area between being able to 
stay alive in Saaineds and the results of death upon our est ate—those 
two phases of the subject which I have just discussed. I refer to retire- 
ment. 

At this point I wish to invite the attention of the committee to the 
features of H. R.9 and H. R.10. These bills are addressed to encour- 
aging and making possible the establishment of voluntary pension 
pl: ins by self- employ ed individuals. This would be acc ‘omplishe sd by 
affording such individuals a tax deferment on a limited portion of 
their income set aside for their retirement. 

Under existing law such tax deferment is afforded to employed 
persons whose employers have established so-called employee pension 
plans meeting certain statutory requirements. However, since self- 
employed individuals cannot be their own employees they cannot 
qualify under existing law. 

The enactment of a bill embr: acing this principle will not only 
confer the benefits inherent in such legislation, but it would also elim- 
inate from the law present inequities existing between the self-em- 
ployed and a employed by others. 

Although I do not wish to go too far afield from the subject of 
these hearings—namely the impact of Federal taxation upon small 
business—I do not consider it in: ippropriate to observe that the enact- 
ment of the Jenkins-Keogh bill would have a most salutary effect 
upon making it possible and fostering an incentive savings plan at 
a time when inflation poses a grave threat to our national economy— 
H. R. 9 and 10. 

We urge that you give consideration to establishing a program of 

saving through inc entives applied to such a broad area of our economy 
as that embraced in the Jenkins- Keogh bill to which, in all equity, 
such opportunity should be afforded. 

In summary, I wish to recapitulate by saying that we are faced 
with the necessity of removing certain inequities in the present tax 
laws. 

I have suggested in this regard the imposition of taxes equitably 
upon a business irrespective of the legal form in which that business 
may be conducted. 

There is the necessity for enacting a new law which will permit 
small business to retain a larger proportion of its earned income so 
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that it may be plowed back into the business. I have suggested that 
there are two possible approaches to this problem; namely, the rais- 
ing of the normal corporate tax limit from $25,000 to $50,000, or the 
enactment of H. R. 5735. 

It was our further suggestion that relief is needed with respect to 
the payment of estate taxes and we recommend for your consideration 
the enactment of H. R. 5785 as an appropriate way to solve this 
matter. 

Finally, we have suggested that the enactment of the Jenkins- 
Keogh bill will eliminate a present discriminatory feature of existing 
law with respect to the establishment of pension plans by self-em- 
ployed individuals, and—it has the added feature of inducing a stabi- 
lizing effect upon our economy. 

Your effort to back these proposals and enacting them into law will 
provide a much-needed stimulant which is so necessary for the vitality 
and growth of small business in America today, and small business 
has been dropping in number. 

This committee will be doing a great service for our country by 
acting favorably upon these suggestions. They are in the public inter- 
est in that they provide assurance for increasing productive facilities 

of our Nation, more jobs, more goods, and more service. 

In the end our country will gain greatly. Thank you for the privi- 
lege of appearing before you today. 

Senator Morse. Thank you, Mr. McCorkle. You made a good wit- 
ness and presented a good case. 

Senator Thye. 

Senator Tuyr. I have no other comment other than what you have 
expressed, Mr. Chairman. 

Senator Morse. Mr. Counsel. 

Mr. Erickson. No questions. 

Senator Morse. Thank you very much, Mr. McCorkle. 

Mr. McCorxie. Thank you, Senator. 

Senator Morse. I understand that Mr. Ziv, of Ziv Steel & Wire 
Co., was in the room this morning when I inserted his statement in 
the record. I did not know that. Is Mr. Ziv here? I understand his 
secretary is present. Mr. Ziv’s secretary, do you want to make a 
statement ¢ 

A Voice. No; I do not. 

Senator Morse. You are satisfied with the filing of his statement ? 

A Voice. Yes. 

Senator Morsr. Mr. Channon, I didn’t know you were here. We 
will now hear from Mr. Marvin L. Channon, of Channon, Freedkin & 
Co., certified public accountants, Chicago, Ill. Mr. Channon, please 
take a seat and proceed in your own way. 

Mr. Cuannon. Thank you, Mr. Chairman. 


STATEMENT OF MARVIN L. CHANNON, OF CHANNON, FREEDKIN & 
CO., CERTIFIED PUBLIC ACCOUNTANTS, CHICAGO, ILL. 


Mr. Cuannon. I am Marvin L. Channon. I am a certified public 
accountant, a partner in the firm of Channon, Freedkin & Co. 

We have been retained by the Chicago Electro-Platers Institute to 
present their requests for economic assistance through the medium of 
rellief from Federal income taxes. I might say parenthetically that 
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the case appears to have been fairly well made for the need and help 
of small businesses. 

Members of this organization are properly classified as small busi- 
ness, since the average shop has fewer than 40 employees. There 
are approximately 300 electroplating shops in the Chicago metropoli- 
tan area. 

During recent years big business has developed a trend toward ac- 
quiring more and more small businesses through merger, thereby 
gradually eliminating competition and increasing operating difficul- 
ties for small business. 

To counteract this tendency special tax relief for small business is 
desirable. This relief should attempt to help the individual propri- 
etor, the small partnership, and the small corporation. 

Various Members of the Senate and House of Representatives 
have recognized this problem and presented bills intended to provide 
relief. Perhaps the best statement of the issues is contained in the 
title of S. 354, “To amend the Internal Revenue Code of 1954 for the 
purpose of aiding small- and medium-sized business, encouraging 
competition, counteracting forces growing out of the present tax 
structure which are bringing about widespread corporate mergers, and 
for the purpose of discouraging the growing concentration of business 
into a few giant corporations, by substituting for the nearly uniform 
tax rates now applicable to corporations of vastly differing sizes a 
moderate graduation of tax rates on corporate incomes.” 

Our basic principle is that it is necessary to reduce Federal income 
taxes applicable to small business. Where bills have already been 
introduced in the Senate or in the House of Representatives we shall 
indicate the numbers of such bills introduced in the 85th Congress, 1st 
session. It is hoped that the members of the United States Senate 
Select Committee on Small Business will support the passage of these 
bills. 


DECREASE CORPORATE INCOME-TAX RATES 


Positive tax relief can be accomplished by reducing income-tax 
rates. This is best achieved by H. R. 1280, a bill to reduce tax rates 
applicable to corporations whose taxable income is less than $100,000. 
Other bills providing for decrease in corporate income-tax rates are 
S. 150, H. R. 658, H. R. 868, H. R. 2215, H. R. 2545, H. R. 3635, 
H. R. 3835, H. R. 4495, and H. R. 5997. 


GRADUATED CORPORATION INCOME-TAX RA'‘TES 


Discontinuance of the present nearly uniform income-tax rates and 
the establishment of graduated rates is another method of aiding small 
business. This procedure would have a twofold effect since it would 
provide for lower tax on smaller net incomes and it would also tend 
to discourage the current trend of corporate mergers. S. 352, S. 254, 
H. R. 7, H. R. 336, H. R. 1975, H. R. 2545, H. R. 4302, and H. R. 6844. 


INCREASE EXEMPTIONS FROM CORPORATE INCOME TAXES 


Another reduction of income taxes for small businesses could be 
accomplished by increasing the exemption from corporate normal 
taxes, surtax, or both H. R. 870 provides for an exemption of an 
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amount not to exceed $25,000 for capital expenditures. Other bills 
increasing exemptions are H. R. 35, H. R. 825, H. R. 867, H. R. 868, 
H. R. 3635, and H. R. 5997. 


LIBERALIZE CODE SECTIONS PERMITTING PARTNERSHIPS AND 
PROPRIETORSHIPS TO BE TAXED AS CORPORATIONS 


The Internal Revenue Code of 1954 introduced the principle of 
allowing certain partnerships and proprietorships the right to be 
taxed as corporations. In order to grant relief in this direction it is 
suggested that the limitations in sections 1361 (b) (2) and 1361 (b) (4) 
be canceled; 1361 (b) (2) prevents application of the general relief 
provided in 1361 if a partner with a 10-percent interest has at least a 
10-percent interest in another partnership that has elected to be taxed 
as a corporation; 1361 (b) (4) limits the relief of section 1361 to 
partnerships in which capital is a material income-producing factor 
or in which 50 percent or more of the gross income of the firm consists 
of gains from trading, buying, and selling real property, stock, secu- 
rities, or commodities as principal or as agent. 

Furthermore, to make the relief of section 1361 completely satis- 
factory, the election under this section should be one which may be 
elected each year, instead of the irrevocable election now required. 
H. R. 5997 provides some relief by allowing revocation of the election 
at any time after it has been in effect for 4 years. 


PERMIT SMALL CORPORATIONS TO BE TAXED AS PARTNERSHIPS OR AS 
INDIVIDUALS 


Small businesses frequently are penalized by corporate income taxes 
if that form of business organization is considered desirable. The 
election to be taxed as a partnership or an individual, originally pro- 
posed in connection with the Internal Revenue Code of 1954, would 
relieve this penalty. Bills so providing are H. R. 658, H. R. 2215, 
H. R. 3835, H. R. 5997, and H. R. 8813. In order to allow complete 
flexibility, this election should be one which may be elected separately 
each year. 

Mr. Ertcxson. May I interrupt at that point? You realize, of 
course, that would cause a terrible administrative problem if businesses 
are to jump back and forth each year. 

Mr. Cuannon. Not necessarily a terribly difficult problem. 

Mr. Erickson. Don’t you feel yourself, from your own experience 
that if the election were allowed every 4 years to change recognizing 
the fact that business conditions change, and they don’t often change 
each year, don’t you feel an election permitting a business to make 
that election every 4 years would be enough ¢ 

Mr. Cuannon. An election may be desirable in one year and not in 
another year. In other words, if we were to help small business re- 
tain income after taxes, we can help that business by permitting it to 
be taxed either as an individual or as a corporation, whichever way 
might give that man the lower tax. 

1 am referring principally now to the very smallest of corporations. 
If we let that small corporation be taxed as a partnership so that in 
effect this income of the organization will be considered distributable 
income to each of the partners and taxed on their own individual re- 
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turns at a time when that might be producing a lower tax, that would 
create no real problem. ‘The same form might be used, and yet, at the 
end, the organization indicate whether they wished to be taxed this 
year as a corporation or a partnership, and then from there on the 
form would flow in 1 of 2 directions. 

Mr. Erickson. Of course, you realize the reserves and so forth 
would be set up differently. 

Mr. Cuannon. No; I think there would have to be certain consist- 
encies. The business would have to be operated the same way; the 
accounting methods will not have to be changed. All would have to 
follow the same pattern. 

Mr. Erickson. All you are suggesting is—— 

Mr. Cuannon. The method of taxation. In other words, how that 
final net income shall be considered as being taxed, whether it shall 
be taxed to the individuals behind the corporation, or whether it shall 
be taxed as a corporation; or in the other way, where there is a small 
individual, he may desire to be taxed as a corporation this year. 

Mr. Erickson. You are suggesting a broader change now than sim- 
rly the election because the corporate tax or the individual tax would 
Pave to be changed to bring it into alinement with the other. 

Mr. Cuannon. No; that is not my suggestion. I am not saying 
to change the corporate tax. What I am saying is allow the indi- 
vidual to elect each year whether he wishes to be taxed as a corpora- 
tion so that he may elect to come under whichever method of taxation 
will give him the lower tax in that year. That is a different point. 

Senator Morse. What you are saying, in effect, is that the individual 
should have the right to have his accountant figure out which will 
give him a lower tax, and then notify the Government he is paying 
the lower tax. 

Mr. Cuannon. That isright,exactly. The next title is: 


PERMIT SEPARATE RETURNS BY CORPORATIONS WHICH PREVIOUSLY FILED 
CONSOLIDATED RETURNS 


The code and regulations currently prevent a group of corporations 
which have been filing a consolidated return from filing ‘separate re- 
turns unless certain conditions are met or unless permission is ob- 
tained from the Commissioner of Internal Revenue. In order not to 
make this provision onerous, small business should be permitted to 
change this election without the necessity of obtaining permission. 

In that connection, I might say that the mere fact of applyi ing for 
permission sometimes is sufficient to cause an examination of one’s re- 
turn and, therefore, corporations who might want permission stay 
away from it just because of the fact that they are a little worried 
about asking to have a review of their return. 


SSTIMATED LIFE OF DEPRECIABLE PROPERTY 


Management has long been confronted with the problem of properly 
estimating life of fixed assets for purposes of depreciation. This is 
not something that can be determined in advance with any high degree 
of exactitude. The fact is that Bulletin F, prepared by the Internal 
Revenue Service, has long been obsolete. The Internal Revenue Serv- 
ice has been working for a long time on a revision of Bulletin F and 


has not yet completed it. Accordingly, since it is recognized that we 
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are dealing only with an estimate, the life as estimated by management 
should not be subject to change by the Internal Revenue Service. 
H. R. 5997, while not going quite this far, at least provides that a 
small business may use a 5-year period for writing off the cost of fixed 
assets if the estimated life of these assets is 5 years or more. 


DEDUCTION FOR ADDITIONAL INVESTMENT IN INVENTORY AND FIXED ASSETS 


Small business has had difficulty in growing because of income taxes. 
This problem could be relieved by permitting a deduction against 
taxable income for additions to inventory and to depreciable assets 
used in the business. S. 1820, H. R. 870, H. R. 5997, H. R. 6136, H. R. 
8752 

DIVIDENDS PAID DEDUCTION 


Much has been written in recent years about the double taxation on 
corporate dividends. An attempt has been made to mitigate this by 
the 4-percent dividend received credit allowed to individuals. Instead 
of this credit, small corporations should be permitted to reduce tax- 
able income by the amount of dividends paid. In addition to reduc- 
ing taxable income, this deduction would eliminate another problem 
for small corporations against whom revenue agents have contended 
that excessive salaries paid to stockholder officers ; should be considered 
to be dividends. Furthermore, this deduction would tend to eliminate 
the problems created at incorporation, relating to determination of 
the portion to be considered capital stock and the portion to be con- 
sidered loan from the investors. 


TAX-FREE LIQUIDATION OF SMALL CORPORATIONS 


Current income-tax law permits a sole proprietor or partnership to 
incorporate a business tax free. At the time of incorporation no con- 
sideration need be given to market value of assets and goodwill. Yet, 
whenever it is decided to liquidate the corporation, these items must 
be taken into account, unless the liquidation proceeds under section 333 
of the Internal Revenue Code. Since it 1s not always possible or 
desirable to use section 333, many owners of small corporations find 
themselves taxed on goodwill and the increase in market value of 
assets at the time of liquidation. Tax-free liquidation of small cor- 
porations, without the limitations of section 333, should be permitted. 


PENSION PLAN FOR PROPRIETORS OF SMALL BUSINESSES 


At present the owners of small unincorporated businesses are unable 
to set up ier plans, and so forth, similar to those set up by cor- 
porations. S. 350 and H. R. 6846 hi: ave been proposed to amend the 
Internal picvehis Code to 1954 to permit the proprietor of an unin- 
corported business to be treated as an employee under a qualified pen- 
sion, profit-sharing or stock-bonus plan. 


RESERVE FOR BAD DEBTS 


Large corporations have for a very long time been using reserves for 
bad debts. Small businesses frequently “have started taking the de- 
duction for bad debts using the writeoff method. At present the 
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change to the reserve method may be made only with consent of the 
Commissioner of Internal Revenue. Small businesses should have 
the right to change to the reserve method without being required to 
obtain permission. 


SALARY OF MANAGEMENT OF SMALL CORPORATIONS 


Management of large corporations are generally paid salaries many 
times the amounts paid to officers of small corporations. Small cor- 
porations are faced, however, with a greater problem of convincing 
revenue agents that salaries paid are reasonable. This seems inequi- 
table, since the responsibilites of officers of small corporations are fre- 
quently greater than those of officers in large corporations. Accord- 
ingly, small corporations should be permitted to pay whatever sala- 
ries management authorizes. 


STANDARD DEDUCTION FOR SMALL BUSINESS 


S. 1563 and H. R. 5880 both provide for amendment of the Internal 
Revenue Code to permit a taxpayer in a trade or business employing 
less than 10 people to take a standard deduction in lieu of itemized 
deductions for expenses attributable to such trade or business. It is 
conceivable that under certain circumstances this standard deduction 
could create a tax benefit for small-business proprietors. 


INCREASE PERSONAL EXEMPTION 


An increase in the personal exemption would aid in reducing in- 
come taxes for all owners of unincorporated businesses. The follow- 
ing bills all seek to provide this assistance in varying degrees: S. 1883, 
H.R. 164, H. R. 328, H. R. 382, H. R. 402, H. R. 515, H. R. 895, H. R. 

986, H. R. 1272, H. R. 2003, H. R. 2292, H. R. 2376, H. R. 2406, H. R. 
9832, H. R. 3063, H. R. 3229, H. R. 3601, H. R. 4223, H. R. 4417, H. R. 
5597, H. R. 5751, H. R. 5987, H. R. 6018, H. R. 6134, H. R. 6369, H. R. 
6173, H. R. 6979. 

AVERAGE TAXABLE INCOME 


It has long been recognized that graduated individual income-tax 
rates create a much heavier tax burden on an individual whose income 
is not the same from year to year as compared with an individual 
with a constant income. 

For example, a married man with net taxable income of $100,000 
earned in 1 year and no income for the 4 preceding years pays an 
income tax of $53,640. However, if he had earned the same net taxable 
income at the rate of $20,000 per year for 5 years, his income tax would 
total $26,400. H. R. 126 provides a method of averaging taxable in- 
come to create relief not currently available. 


SPECIAL CREDIT FOR EMPLOYERS OF OLDER INDIVIDUALS 


Operators of small businesses, because of the close relationship 
existing between them and their employees, frequently find that older 
workers are carried on the payroll long after their efficiency declines. 
Big business, on the other hand, does not get sentimental, but rather 
discharges older workers as they become less ¢: ipable of maintaining 
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the same degree of efficiency that had been accomplished in their 
younger days. 

H. R. 6017 provides a credit against income taxes for employers 
of persons over 50 years of age. This bill proposes to limit its ben- 
efits to those seokeneel whose employees worked at least 4,160 hours 
in each calendar quarter, or, in other words, if we assume a 40-hour 
week, to employers of 8 or more. We believe that this limitation 
should be removed so that all small businesses can qualify. 


ACCELERATED DEPRECIATION 


The Internal Revenue Code of 1954 created an inequity when it 
limited sum of the years digits depreciation and declining balance 
depreciation at 200 percent of the applicable straight line rates, to 
those whose financial position permitted acquisition of new capital 
assets. On the other hand, those who could not afford new equip- 
ment were limited to a declining balance rate not in excess of 150 per- 
cent and were prohibited entirely from using sum of the years digits 
depreciation. This inequitable situation should not be permitted to 
continue. H. R. 658, H. R. 3835, H. R. 5997, H. R. 6847. 


LOSS ON DISPOSITION OF SECURITIES OF SMALL BUSINESS 


H. R. 5997 and H. R. 8813 both recognize that the small corpora- 
tion is frequently used solely for the purpose of limiting liability. 
Accordingly they provide that the loss on disposition of s securities of 
a small business should be treated for income-tax purposes as an 
ordinary loss instead of a capital loss as the law currently exists. 


BAD DEBTS FROM LOANS TO SMALL BUSINESS 


H. R. 5997 creates a further tax benefit for small business by 
providing that bad debts resulting from loans to small businesses may 
be treated as ordinary deductions instead of requiring treatment as 
short-term capital losses as the Internal Revenue Code of 1954 pro- 
vides. 

OTHER BILLS PROPOSING RELIEF FOR SMALL BUSINESS 


In addition to all of the bills noted above, we call your attention 
to other bills whose proponents feel will provide some measure of 
income-tax relief - small taxpayers. H. R. 5631 to H. R. 5640, in- 
clusive, H. R. 5649, H. R. 5652, H. R. 5735, H. R. 5885, H. R. 5955, 
H. R. 5986, H. R. 7136, H. RB. pen: H. R. 8796, H. R. 8814 to H. R. 
8819 inclusive, H. R. 8828, H. R. 94 

We recognize that the nadie has requested that these state- 
ments be limited to 10 minutes, but hope they will understand that 
it was impossible to touch briefly on all points in that time. 

We earnestly believe that support of these propositions by the 
United States Senate Select Committee on Small Business will be 
a material help to small business in the entire country. 

Senator Morse. Mr. Channon, I am glad we didn’t miss your testi- 
mony. It was my understé anding this morning that you just wanted 
it filed. Iam elad to have your testimony. 

Senator Thye? 
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Senator Tuy. No questions. 

Senator Morse. As I adjourn the Chicago hearings of this com- 
mittee, I want the record to show that the record will be kept open 
until the committee completes its hearings across the country for 
receiving any written statements from the Chicago area that any wit- 
ness may want to submit to us for our consider: ation at the W ashing- 
ton, D. ‘C., lev el, and unless there is some very good reason why it 
shouldn’t be included in the record, that would have to be only that 
it was simply not an intelligent sti itement, such statements will be 
included in the record as though they had been presented to the 
committee in Chicago today. The committee stands adjourned. 

(Whereupon, at 4:20 p. m., Tuesday, November 12, 1957, the Sen- 
ate Select Committee on Small Business recessed, to reconvene at the 
Leamington Hotel, Minneapolis, Minn., at 10 a. m., Wednesday, No- 
vember 13, 1957.) 
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WEDNESDAY, NOVEMBER 13, 1957 


UnIrep STATES SENATE, 
SEeLEcT COMMITTEE ON SMALL BUSINESS, 
Minneapolis, Minn. 

The committee met, pursuant to recess, at 10 a. m., in the Michigan 
room, Leamington Hotel, Minneapolis, Minn., Senator Hubert H. 
Humphrey presiding. 

Present: Senators Humphrey (presiding), Morse, and Thye. 

Also present: Congressman Roy W. Wier, of Minnesota; Walter B. 
Stults, staff director; William J. Erickson, counsel; and John 4. 
Flynn, counsel. 

Senator Humrnrey. Ten o’clock has arrived, and this is the hour 
and the time for the opening of a hearing of the Senate Small Busi- 
ness Committee in its current series of hearings relating to the Federal 
tax structure. 

We are very happy to be here in Minneapolis this morning, both 
Senator Thye and myself having been around these parts in recent, 
days. We are here to continue a series of hearings that are being 
held across the Nation in connection with the Senate Small Business 
Committee’s study of the impact of Federal taxation on small 
business. 

I am very happy to share the chairmanship of this meeting with 
my colleague, Senator Edward J. Thye. I shall chair this morning 
and Senator Thye, this afternoon. We are both happy to have with 
us Senator Wayne Morse, of Oregon, a friend of many Minnesotans 
and very well known among our people in this area. 

Five years ago this committee made a similar study. After a se- 
ries of hearings in 7 cities involving over 500 pages of testimony from 
129 witnesses, a report was filed with the Senate stating the unani- 
mous findings and recommendations of the committee. Most of the 
recommendations of that report were subsequently written into law 
much to the benefit of the small-business economy. 

During the years since our last study it has become increasingly 
clear that all is not well with the small-business man of this country. 
It is evident that many of the ills facing this segment of our economy 
are caused by the Federal tax system; therefore, we on this committee 
feel it is once again time to consult directly with representatives of 
American small business. 

This study has a dual purpose. First, we hope to determine the 
extent to which the Federal tax system imposes an unfair burden on 
small business. Second, we want to have the benefit of the opinions 
and recommendations of the witnesses who appear on the different 
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proposals made to relieve small business from any unfair burden 
which is found to exist. 

It is hoped that representatives of all types of small business may 
be heard during the course of this investigation, and we have gone 
to considerable length to assure a good cross section of the business 
community of Minnesota as witnesses at this hearing. Members of 
professional groups serving small business are also being asked to 
testify. In addition, many other businessmen will be granted per- 
mission to file written statements for inclusion in the committee’s 
record. I have a number of those statements with me. 

From the testimony of all these people the committee hopes to get 
a comprehensive picture of the problems facing small business today 
which result from the Federal tax structure. 

I note for your attention that we are trying to keep this hearing 
directly related to the Federal tax structure. There are a host of 
problems which beset business, particularly small business, but we 
just don’t have the time for detailed discussion of all of them, so we 
are going to try to confine it to the Federal tax structure. 

At the end of this series of hearings, the 13 members of the com- 
mittee will work out a report giving the conclusions we have reached 
from a study of this mass of evidence and will prepare an omnibus 
small-business tax relief measure for introduction in the Senate early 
in January. 

I want to note for the record at this time that we do have a number 
of statemenis, and following the statement of Senator Thye and what- 
ever statement Senator Morse may have, we will introduce into the 
record the series of written statements that have been presented to 
the committee for purposes of inclusion in this record. 

I will also at a later time place in the record the statement of the 
lieutenant governor, who had planned on being here but was the 
victim of the Asian flu last night, and apparently the flu was stronger 
than the motivation to be able to testify. 

Senator Thye, we are surely happy to hear from you, and I know 
that you have a statement and want to give it to the audience and 
for the record. 

Senator Torr. Senator Humphrey, Senator W aye Morse, Con- 
gressman Roy Wier, ladies and gentlemen, I am very happy that you 
are here with us, and as one who has conducted such hear ings in past 
years and developed the information and the facts, I know the benefit 
of such a hearing as this. It affords the small-business man in the 
communities and in the States an opportunity to come before the 
committee. This would often be denied him if it was necessary for 
him to come to Washington. Also during a session of Congress our 
schedules are so tight with the other work of the congressional com- 
mittees and on the floor of the Senate, that we do not have the oppor- 
tunity to spend as much time as we do during the recess period, and 
that is the importance of such a committee hearing as we are con- 
ducting here this morning. 

As ranking minority member of the Senate Small Business Com- 
mittee and as one who has served as chairman of this committee, I 
am pleased to participate in these hearings and to welcome you all to 
today’s session. 

These hearings are nationwide in scope and already the committee 
has heard important testimony from small-business men in the Far 





TAX PROBLEMS OF SMALL BUSINESS 793 


West, New England, New York and Miami. The hearings are being 
conducted under the auspices of the entire 13-man committee. It is 
the intent of the committee that out of these hearings, the Senate Small 
Business Committee will recommend realistic and constructive legis- 
lation in the field of tax relief as it relates to small business. I first 
suggested these hearings to the chairman of the committee, Senator 
John Sparkman, in June of this year because I could see that the 
Congress was not giving serious thought to the tax measures which 
had been introduced by myself and other committee members, 

I urged that the hearings be held throughout the United States 
so that we could hear from the businessmen themselves. 

Back in 1952 and 1953—and this my colleague, Senator Humphrey, 
has already referred to—this committee was instrumental in present- 
ing tax measures which aided small business firms. However, times 
change rapidly and now we are confronted with different problems. 
Members of this committee have offered bills to grant accelerated de- 
preciation on used equipment, to allow corporations of 10 stockholders 
or less to be taxed as partnerships, to allow for a retirement plan for 
sole owners or partners, and to allow for the collection of estate taxes 
over a period of 10 years. These suggestions and others which have 
been discussed would give effective relief without a substantial loss of 
revenue. I have coauthored these bills and will continue to work 
for their adoption. 

We hope that you will all be frank in your discussion of the impact 
of taxation on small business in Minnesota. We in Minnesota can 
be classified as a small-business State. The small firms throughout 
Minnesota form a vital part of our State’s economy. We must main- 
tain a healthy small-business community in order to move forward 
with commercial growth. 

In 1954, we were able to effect an overall reduction in taxes of about 
$7.4 billion which benefited nearly every citizen in one way or another. 
The loss of revenue from that tax cut has been more than made up 
through an expanded economy. Our 1956 revenues were above 1953 
levels, so the cuts we made have proved to be in the nature of a wise 
investment in the industrial and commercial growth of the country. 

Again this year, we will work to bring about constructive tax relief 
for small business. 

Ladies and gentlemen, I want to say to you that we have construc- 
tively endeavored to be nonpartisan in our services on the Small 
Business Committee. 

When I was chairman, I carried through the staff members who had 
proved themselves able, efficient, and well-qualified to assist smell 
business, and when Senator Sparkman became chairman in the 84th 
Congress he likewise carried the staff through. Whenever we had a 
vacancy, we tried to add to that staff able, competent personnel who 
would serve small business. It has been a real pleasure to work with 
my colleagues because we have had only one thought in mind, and that 
is to serve the businessman and to further the Nation’s economy. 

Thank you, Mr. Chairman. 

Senator Humpnrey. Thank you, Senator Thye. 

Now, Senator Morse, do you have any preliminary statement you 
would care to make ¢ 

Senator Morsr. Well, only a minute of conversation, Mr. Chair- 
man. 





TAX PROBLEMS OF SMALL BUSINESS 


I want to say that it is a privilege to be here serving on this com- 
mittee with you and Senator Thye and with Congressman Wier. I 
want to express my appreciation to Congressman Wier for the grand 
job that he has done over in the House “side in connection with just 
such problems we are meeting to consider here this morning. 

Senator Thye, I think, very properly stressed the nonpartisanship 
of this committee. I have served on it now for some time, and I have 
never known of a single partisan act committed by any member of 
this committee, because we have but one instruction to our staff, 
and that is to find the facts for us because we intend to follow where 
the facts lead, and I think the various pieces of legislation that we 
have cosponsored as Republicans and Democrats indicate very clear- 
ly that this is a nonpartisan committee. 

I think you will discover it as the day goes forward. 

Our purpose today is to be educ ated by you small-business men, 
and when I say we are nonpartisan, it doesn’t mean that as Members 
of the Senate we don’t have our differences on various remedies as 
to what can be done to assist small business. I don’t have to tell you 
men that the cash registers of small business are not ringing as fre- 
quently as they once were on the main streets of America. 

My position has been a consistent one, starting in February 1953, 
when I walked out of a meeting of the Small Business C ommittee, 
interestingly enough, when a ticker tape was hi inded to me announc- 
ing the so-called hard money-tight credit polic y and walked to the 
floor of the Senate and spoke at some length against the damage 
that that policy would do to small business and to the farmers and 
to the prospective home builders and to the consumers of this coun- 
try unless it was changed. 

I stand on that speech of February 1953 because every single point 
that was made in the speech has already come to pass as far as the 
disastrous effect of that policy on small business is concerned. 

Now we are confronted today with the tax problem facing small 
business. As I said in Chicago yesterday noon to a group of business- 
men, I think it is a mistake to try to draw discriminatory lines 
between small and big business in the sense that we seek to favor 
one over the other because both are dependent upon the preserva- 
tion of the competitive system in this country, and big business is 
dependent upon small business and vice versa. We have to take a 
look, however, at the effect of our tax structure on all types of busi- 
nesses, and I want you to know that what I expect to hear this morn- 
ing is what we have heard elsewhere. This is a repetitive pattern; 
this is emaaline, but it is important that we make the record be- 
cause I don’t exp ect to hear in Minneapolis this morning anything 
different by way of proposed remedies from what we have already 
heard across this sneha. 3ut you have a duty to make the record 
because only to the extent that we can have that record in the source 
of the problem and wrap it right around the nec ‘ks of anybody that 
seeks to ert the remedies that small business is entitled to can 
we, as Senators, be of service to you. 

So I want you to know that I intend to sit here from now on through- 
out the day and listen as you educate me in regard to your problem. 

Then come January I intend to sit in executive sessions of this 
committee with my able colleagues here and do what we can, as the 
two Senators from Minnesota have pointed out, to draft a small- 
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business bill that will give tax relief to small business in this country, 
and I close these remarks by saying that I have always considered 
it a matter of privilege to serve with these two Minnesota Senators on 
problems such as confront us here this morning, and I am confident that 
when we come to draft that bill, you will find the names of the three 
Senators now before you as cosponsors of that bill. 

Senator Humpurey. Thank you very much, Senator Morse. 

Congressman Wier, would you care to make a brief statement? 

Mr. Wier. Well, Senator Humphrey, Senator Thye, and Senator 
Morse, I am here because this same problem is one that we have to 
wrestle with over in the House, and particularly when I get home do 
I hear real problems exposed here in small business, so I have the same 
interest as expressed here by the three Senators. That brings me here. 

Senator Humpurey. Thank you very much, Roy. 

We are very happy to have you here, and I want to associate myself 
with the sentiments expressed by Senator Morse relating to the excel- 
lent service in the House relating to small business and to other subjects. 

I have here a telegram from Congressman Walter H. Judd, ad- 
dressed to Senator Sparkman, who is the chairman of this committee 
and who is unable to be with us. The telegram is dated November 12. 
Itsays: 

Regret U. N. responsibilities here prevent my sitting in on hearings, conducted 
Wednesday by your committee as I had hoped to do. Minneapolis people will 
welcome you. Please extend my greetings and good wishes to all your committee. 

WALTER H. JUpD. 


I also have a telegram from Thomas R. Hughes, secretary to the 
Governor, St. Paul, addressed to Senator Humphrey: 


I regret that the Lieutenant Governor is in bed with the flu and therefore will 
not be able to present in person his testimony. However, his statement is being 
delivered to you this morning, and I would appreciate your putting it in the 
record. 

Regards. 

Tuomas R, HueuHes. 


At this point I shall enter into the record the statement submitted 
by the Lieutenant Governor, Karl F. Rolvaag, Acting Governor of 
Minnesota, before the Senate Small Business Committee and make it 
a part of the record. 

(The document referred to is as follows :) 


STATEMENT OF LT. Gov. Kart F. Rotvaaa, ACTING GOVERNOR OF MINNESOTA 
INTRODUCTION 


There are many definitions of a small business. Small business has been defined 
one way by the United States Department of Commerce, another way for the 
use of the Defense Department, and still another way, I believe, by the Small 
Business Administration. 

An interesting definition appeared in one of the Luce publications, Fortune, for 
January 1957: 

“By definition, a small-business man is one who employs fewer than 500 work- 
ers. If he is a retainer, his sale shall not exceed $1 million; and if a wholesaler, 
$5 million. It so happens that, by these criteria, 9S percent of the Nation’s 4,250,- 
000 enterprises are small business, doing easily half of all business performed in 
the United States.” 

Now, this is a most interesting definition, because it includes a lot of people 
that we Minnesotans would tend to think of as “big” business. But, at the same 
time, perhaps the most startling thing about this statement is the admission 
that about one-half of the Nation’s business is done by the 2 percent of the busi- 
nesses that are classified as “big” by this definition. 
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This is a startling admission and definition to a person from a State where, 
according to the 1954 census of manufacturers, the latest available data, I believe, 
8 out of every 4 of our manufacturing industries employ fewer than 20 people. 
Perhaps you can understand why I am particularly interested in the health and 
vigor of small business. With few exceptions such as Minnesota Mining and 
Minneapolis Honeywell, and a few others, big industries that we are very proud 
of here, the bulk of our Minnesota industry is small. In the final analysis, it is 
just about all we have. Understand, that I do not believe that any person 
should be against business simply because it is big or be seeking special treat- 
ment for industry merely because it is small. But the fact remains, our Min- 
nesota businessmen are predominately small-business men. 

And Department of Commerce data as well as data from our own Minneapolis 
Federal Reserve Bank prove that the overwhelming majority of Minnesota busi- 
nessmen are small. 

THE IMPORTANCE OF SMALL BUSINESS 


Historically, the small, independent businessman has been an important and 
admired figure in American life. He has been a cherished part of our democratic 
way of community living. He has lived close to the producer of the raw materials 
that he utilizes, and quite often is in close contact with the ultimate consumer 
of his product. Consequently, he has been an important part of our whole sociolo- 
gical development in American democracy. This feeling is exemplified in a 
statement by former President Truman, in which he said: 

“A rising birth rate for small business and a favorable environment for its 
growth are not only economic necessities, but also important practical demon- 
strations of opportunity in a democratic free society * * *.” 

In addition to the extremely important place assigned small business in our 
democratic scheme of things in this country, small business makes an important 
economic contribution. Furthermore, the contributions it offers toward the 
development of individual initiative and opportunity—to freedom in the very 
broadest sense—are extremely important. The initiative, incentive, and progress 
which are fostered and encouraged by the fact that a James J. Hill or a William 
McKnight can begin as a small-business man and develop into a big business, 
known nationally, is of tremendous importance to the overall expansion and 
improvement of our economy as well as to our democracy. 

Aside from these important considerations, small business has an added signifi- 
cance in this State since approximately 3 out of every 4 manufacturing indus- 
tries in Minnesota employ fewer than 20 workers. If this segment of our Min- 
nesota economy is not prosperous and vigorous, there can be a general deteriora- 
tion in the overall economy of the entire State. Such a development would have 
far-reaching effects in our farm communities as well as in our hundreds of small 
villages and cities throughout the State. 





CONDITION OF SMALL BUSINESS 


This is the worst postwar year for small-business failures. Although we 
read many reports on the prosperous conditions of business generally, we must 
not overlook the fact that Dun & Bradstreet reports total business failures for 
the first 9 months of this year are about 9 percent above the same period for 
1956 ; and 1956 was the record postwar year up to that time. 

These facts take on added significance from the small-business standpoint 
when it is realized that for a single week—the week ended October 24, 1957, a 
total of 281 small businesses failed in this country. I want to repeat that these 
281 failures represented the score for only 1 week. This would certainly indicate 
that the prosperity we hear so much about is not felt throughout the small- 
business segment of our economy. 

The situation here in Minnesota is perhaps worse than elsewhere in the 
country since the agricultural sector of our economy has been depressed for a 
number of years. For example, where farm income represented over 12% percent 
of the total personal income in the State in 1952 it had declined to slightly more 
than 914 percent in 1956. This drop in the income of our farmers certainly has 
had wide ramifications in many small businesses such as farm-equipment dealers, 
and in other related enterprises. 

Some added light is shed on this when we consider data from our banking 
authorities in the State which show that loans made by the 500-odd State banks 
in Minnesota have increased about 45 percent from January 1, 1953, through 
the end of 1956, while deposits have increased only about one-half that much, 
or slightly more than 24 percent. The ratio of loans to deposits for our State 
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banks stood at 41 percent in 1952 but increased to 48 percent at the end of calendar 
year 1956. Although this may not bear directly on the plight of the small- 
business man, it certainly indicates the shrinking economic base in many of 
our small towns, a decline that the city dweller may very well overlook. 


PROBLEMS OF SMALL BUSINESS 


The small-business man has many problems today. They have been widely 
publicized, and he has been promised much relief by many persons. However, 
he is still confronted with serious problems resulting from the tight-money 
policy, from procurement difficulties, trade practices, tax policy, and other 
barriers. 

When all is said and done about the other problems that may be worrying 
him these days, perhaps one of the most pressing is the problem that this 
subcommittee is concerned with here in Minneapolis today—the problem of small- 
business taxation. 

It is a truism that taxes are a concern of many persons these days, but they 
are of particular concern to small business. This is so because these concerns 
have little or no access to the public markets for capital and must depend to a 
very large degree on the amount of money that they can derive from their 
own enterprises to plow back into their business. If this is not done, it is 
difficult for them to expand their plant and equipment and to push aggressive 
marketing programs to retain the prosperity necessary for their well-being. 
If they are to follow this approach, they must have the wherewithall to expand 
their operations from the profits of their own businesses. Existing tax burdens 
are of great concern to them. 

This is not to say, of course, that taxes are not of tremendous concern to 
many businessmen today. But the existing tax rates do not pose the same 
hardship on the big-business man today that they do on the litle-business man 
who is seeking added capital to put back into his operation for expansion or 
improvement. 


WHAT IS BEING DONE 


Although there is much talk about what is being done for the small-business 
man, just as there is a lot of talk about what is being done with our missile 
program, actually when you look at it very little is being done for the small- 
business man at this time. For example, the 1954 Internal Revenue Code 
provided for rapid depreciation to purchasers of new equipment. This tended 
to discriminate against the small-business man because he often purchases used 
equipment and the code did not apply to the purchasers of equipment that had 
been discarded by more prosperous and quite often bigger businesses. 

The same indifference and inactivity has characterized small business pro- 
grams in other areas. In the procurement area, for example, it is generally 
coneeded that “the breaks” so far as the awarding of prime contracts is con- 
cerned have gone to the big business concern. One source reports, for illus- 
tration, that only 17 to 18 percent of prime contracts awarded by the Defense 
Department have gone to small businesses. That statistic speaks for itself 
and it does not do much for our small Minnesota businessman. 

In the credit area the same situation exists. Although the small-business 
man does not deal in prime commercial paper, some light is shed on his credit 
plight by the fact that Standard & Poor reports that the return on prime 
commercial paper for 4 to 6 months skyrocketed up 68 percent from January of 
1953 to August 1957—that is, from 2.31 percent to 3.88 percent. 


PROGRAM 


Now, Mr. Chairman, it seems to me that there are a number of things that 
can be done in a positive fashion to help the small-business man generally, 
from the tax standpoint. If he does not get some relief in this area with the 
existing high interest rates and restricted credit policy followed as a de- 
liberate and conscious program from the Federal level, he is going to experience 
greater and greater difficulty in deriving the funds necessary to maintain his 
position as an important figure in our communities in Minnesota and in the 
other States in the Union. 

First, as I indicated earlier serious consideration should be given to extending 
the rapid depreciation privileges afforded to purchasers of new equipment, to the 
purchasers of used equipment. This would certainly be of help to the small 
operator who finds it necessary to purchase used equipment. I believe that this 
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suggestion is already embodied in a bill that is currently before the Senate of 
the United States and, in my opinion, it should be given serious thought. 

Further, in my opinion, serious consideration should be given to liberalizing 
and stretching out the payment period of estate taxes in certain cases, with 
proper safeguards of course, to enable the continued operation of many small 
businesses at the time of the death of the owner. Quite often when the owner 
of a rather small family business dies there are no funds readily available for 
payment of the estate taxes that may be due, and as a result it is often neces- 
sary to liquidate businesses of this sort. Quite often these small independent 
businesses are then grabbed up by big business. This not only hurts small 
businesses but furnishes a source for big business to feed upon. Revisions 
to cover this sort of contingency are provided for. I believe, in 8S. 348 which 
is now pending before the Senate. 

Another proposal before the Senate relates to tax relief for small businesses 
by permitting small corporations with 10 or less stockholders active in the busi- 
ness to elect to be taxed as partners. As you know, the present law hits the 
corporation in two ways—first, in the corporate income tax side and then on 
the stockholders’ dividends side. This makes it doubly tough on the small- 
business man. 

Additionally, some consideration should be given to the existing corporate tax 
rates so far as small business is concerned. As you know, S. 352 provides for a 
schedule of corporation tax rates which would accomplish this purpose. 

If it is impossible to provide for a more refined graduation in the existing cor- 
poration tax schedule, in my opinion, something similar to the amendment 
offered by Senator Fulbright, to the existing corporate tax structure, should 
be considered. As you know, this amendment would have reduced the normal 
corporate tax rate from 30 to 22 percent and would have increased from 22 
to 31 percent the surtax applicable to corporate incomes over $25,000. This 
would have resulted in an increase in the existing tax rates in the upper income 
levels from 52 to 53 percent. However, it would have resulted in a tax saving 
of about $400 million a year to the 680,000 corporations in the country with 
annual taxable incomes of less than $225,000; that is, the small coproration like 
the bulk of ours here in Minnesota. In the aggregate, I understand, this 
amendment would not result in a loss of tax revenue, but rather would actually 
increase revenue by more than $20 million a year. The increase would come 
about as a result of the increase in the surtax rate to 31 percent. I understand, 
also, that in 1956 this would have meant higher taxes to only about 14,000 big 
corporations in the entire country. 

I might add that many of us in Minnesota were surprised to find some members 
of the committee voting against this tax relief for 680,000 of our smaller corpora- 
tions throughout the country, particularly when the adjustment would have 
affected only approximately 14,000 of the biggest corporate taxpayers in the 
Nation. An amendment of this sort would have been quite helpful to the over- 
whelming number of our Minnesota corporations. 

Perhaps another idea that should be considered is to extend the carryforward 
and carryback provisions to the corporate surtax. I simply mean this: if a small 
corporation presently has an annual taxable income of $10,000, it is taxed at a 
normal rate of 22 percent. If, during the next year the businessman is able to 
expand his business to the extent that he has taxable income of $40,000, the first 
$25,000 of that income is taxable at the normal rate of 22 percent and the 
remainder at the normal rate plus the surtax rate of 30 percent or a total of 
52 percent. If he were permitted to carry back the $15,000 in excess of the 
$25,000, and apply it to the prior year’s tax return, the entire income for the 
2 years would just be taxed at a 22 percent rate. This seems to me to be 
entirely logical and in keeping with the general philosophy embodied in the carry- 
forward and carryback provisions, to smooth out fluctuations from year to year, 
particularly in the case of new and growing businesses. 

In the last analysis, if it is not possible to grant relief by reducing taxes, a 
completely responsible approach to the problem would be to knock out some of 
the existing loopholes in our present tax structure. A marvelous example is the 
liberal depletion allowance that is presently granted to many industries, partieu- 
larly the oil industry. Why should these businesses be given this preferential 
treatment at the expense of our small-business man? This is particularly hard 
for an official of the State of Minnesota to understand—a State where more than 
3 out of 4 of our businessmen employ less than 20 people. 

Another tack that might be followed if this is not possible, or it might be fol- 
lowed in conjunction with the loophole plugging, would be the vigorous enforce- 
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ment of our existing tax laws. An example of what I mean in this area would 
be the withholding of the tax on interest and dividend payments. If this were 
done, and I believe that it is administratively posisble to perform this satis- 
factorily, it would result in collections of perhaps $300 million to $500 million 
added revenue each year. I assure you that relief of this magnitude, in fact, 
any relief at all in this extremely important area, would be much appreciated 
by the small-business men of this State. 

And after all, keep in mind that it is only on the sound bedrock of small, indi- 
vidual, enterprising businesses that the overall economy and prosperity of the 
country can be built. If the small businesses are not vigorous and prosperous, 
we are truly, in my opinion, building our economy on a base of sand. 


Senator Humpurey. I also note that Mr. Richard Booth is here. 
Mr. Booth is an assistant to Congressman Eugene McCarthy, and he 
is here as an observer to listen and to report to the Congressman who 
presently is on an assignment to the NATO Parliamentary Conference 
in Paris. Congressman McCarthy is a member of the House Ways 
and Means Committee where tax legislation must originate, and need- 
less to say, his advice and counsel will be very important. 

We have a number of statements of representative businessmen in 
Minnesota who wanted to present them in person but were unable to 
do so, either because of the limitations of time or because they were 
unable to come here. 

We have Mr. Ralph Paetz, secretary, Northwest Retailers Associa- 
tion Inc., Minneapolis; Mr. K. P. Mann, president, Northwest Auto- 
motive Wholesalers Association, Edina, Minn., Mr. A. E. Pouliot, 
National Bushing & Parts Co., Minneapolis; Mr. E. F. Benson, secre- 
tary-treasurer of the A. W. Lund Co., River Falls, Wis.; Mr. Milo 
Mickelson, Screen Printing, Inc., Minneapolis; Mr. L. 8S. Clark, vice 
president, Twin City Hardwood Lumber Co., St. Paul; Mr. W. 5S. 
Bloomer, president, Village Chevrolet Co., Wayzata, Minn.; and Mr. 
W. H. Badeaux, secretary, Northwestern Lumbermen’s Association, 
Minneapolis. 

I have a personal letter from Mr. Badeaux expressing his regrets at 
being unable to testify in person because of the limitations of time. 

I want Bill Badeaux to know that his statement will be carefully 
read, and I am sure it will have many constructive suggestions. 

(The documents referred to are as follows :) 

NORTHWEST RETAILERS ASSOCIATION, INC., 
November 11, 1957. 
Mr. WILLIAM J. ERICKSON, 


Senate Small Business Committee, 
Washington, D. C. 


DEAR Str: The board of directors of the Northwest Retailers Association in 
its session held today at the Radisson Hotel has asked me to convey to you their 
opinion on various ways in which Federal legislation can be of assistance to 
small-business men of this area. It had been our hope to appear before you in 
person but we have been informed that your schedule is completely filled and 
that a formal letter will be given the same consideration by your committee. 

Naturally, anything that will lessen the tax burden on the small-business man 
will put him in a more secure and a more competitive position. Therefore it is 
urged that every effort be exerted to reduce the existing levies that would affect 
small corporations. It would be of special help in the field of taxation if small 
corporations could be given the privilege of electing to file their income-tax 
return either as a corporation or as a partnership. This would give the small- 
business man a chance to be relieved of the burdensome double taxation, which 
affects them so disastrously under the present tax setup affecting all corporations 
big and snfall. Likewise, it would be of great benefit if some provisions would be 
enacted which would permit employers and employees under certain restrictive 
conditions to voluntarily contribute to a retirement and pension program. 
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These contributions to be tax exempt until the benefits therefrom are received by 
the individuals affected. In this day of so much attention being given to security 
it is very important to the employer’s future in keeping content workers if the 
small-business man would be able to have workers covered by retirement and 
pension as those in large concerns now are. 

Although your committee is at this time more interested in the tax situation, 
our board felt they should also bring to your attention some other items in the 
field of national legislation. We are very concerned over the repeated threats 
being made to the present exemption given retailers under the Federal wage- 
and-hour regulations. It is our unanimous opinion that we are not in a type of 
business that lends itself to this type of regulation; that our small-business 
people are not equipped to compete with other branches of the economy that are 
justifiably under the regulations and that the removal of the exemption now 
existing would only act to close the doors of many businesses, thereby throwing 
hundreds out of work in this area and in some degree defeating the very purpose 
of the regulations. 

Many small-business people have suffered undue hardship because they have 
become victims of jurisdictional picketing on the part of certain unions. It is 
our feeling that where neither the employees or owners wish to be represented 
by a union, that such jurisdictional picketing in order to coerce the workers into 
a union against their choice should be declared illegal. 

We fully believe that a clarification of the jurisdictional standards under the 
Taft-Hartley Act is in order. We realize the position the Board is in regarding 
the heavy load possibilities; but it stands to reason that every merchant affected 
by any NLRB ruling concerning picketing or anything else should have some 
recourse from this same Board in solving their immediate problems. As it now 
stands, the average small man in business, no matter how harassed, is unable 
to appeal to the NLRB for assistance. Perhaps provision should be made per- 
mitting States to take over in solving the problem under certain conditions. 

At any rate, this is a serious problem and should be given immediate attention 
to work toward a solution. 

Sincerely yours, 
RALPH PAETz, 


Secretary, Northwest Retailers Association, Inc. 
MINNEAPOLIS, MINN. 


STATEMENT OF K. P. MANN, PRESIDENT, NORTHWEST AUTOMOTIVE WHOLESALERS 
ASSOCIATION, EpINA, MINN., FOR SENATE SMALL-BUSINESS HEARING IN MIN- 
NEAPOLIS, MINN., NOVEMBER 13, 1957. 


The suggestions listed below, relative to the problem of obtaining aid for 
small business, were adopted at the annual fall meeting of the Northwest Auto- 
motive Wholesalers Association, November 1, 1957. They are submitted in the 
hope that they will contribute toward the solutions sought by the select committee. 

The association favors the progress report submitted by the Cabinet Committee 
on Small Business, dated August 7, 1956. The principal recommendations are 
summarized herewith : 

1. That taxes imposed on business corporations be modified by reducing 
the tax rate from 30 percent to 20 percent on incomes up to $25,000. 

2. A formula for accelerated depreciation for the purchase of said property. 

3. A corporation of 10 or fewer stockholders be given the option of being 
taxed as partnerships. 

4. The paying of estate tax be spread over a period of 10 years. 

While taxation is necessary, present rates against small-business incomes are 
practically confiscatory. Growth and expansion are at almost a standstill and 
incentive in job-creating enterprise is stifled. 

We collectively and individually request the committee to do all within its 
power to erase these inequities and thus allow small business and our great 
country to grow and expand in a healthy, free manner. 
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NOVEMBER 11, 1957. 


To: United States Senate Select Committee on Small Business, Minneapolis tax 
hearing, November 13, 1957 

1. It is our belief that in order for us to get much-needed relief in taxes, a way 
must be found to cut the national budget by at least 25 percent straight across 
the board. 

2. We are much in favor of the progress report by the Cabinet Committee on 
Small Business dated August 7, 1956. 

The main recommendations summarized as being— 

1. That the taxes imposed on business corporations be modified by reducing 
the normal tax rate from 30 percent to 20 percent on incomes up to $25,000. 

2. A formula of accelerated depreciation for purchase of used property. 
Mr. Thye, Mr. Humphrey, and others have introduced a bill (S. 351) which 
permits this accelerated depreciation of used property. We urge the passage 
of this legislation. 

3. That corporations of 10 or fewer stockholders be given the option of 
being taxed as partnerships. 

S. 349, by Senators Humphrey, Thye, and others, to amend the Internal 
Revenue Code of 1954, so as to permit certain corporations to elect to be 
taxed as partnerships. We urge the passage of this legislation. 

4. That paying of estate tax be spread over period of 10 years. Mr. Thye, 
Mr. Humphrey, and others, have introduced a bill known as §. 348, to permit 
payment of estate tax in 2 to 10 installments. We urge passage of this 
legislation. 

5, 6, and 7. A review of procurement policies and provide for an advance 
or progress payments on bids. Also clear up subcontractor work, ete. 

With business failures at an alltime high, it is extremely important that small 
business secure tax relief. 

Your very truly, 

A. E. Pouttrot, 


NATIONAL BUSHING & Parts Co. 
MINNEAPOLIS, MINN. 


STATEMENT OF FE. F. BENSON, SECRETARY-TREASURER, A. W. LUND Co., 
RIveER FALLs, WIs. 


A corporation engaged in retail sales of farm equipment, hardware, and 
automobiles, appearing for the Wisconsin Implement Dealers Association of 
Madison, Wis., comprising 700 retail implement dealers in the State of Wisconsin. 

Implement dealers are inherently small businesses, operating mainly under 
individual or partnership setups, or by small corporate enterprises, locally 
owned. Manufacturers have a few company stores, operated for research pur- 
poses or where local representation cannot be found. A farm-equipment dealer 
is almost entirely dependent on the agricultural trade and prospers or not, accord- 
ing to the general welfare of the farmer. They do not seek Government loans 
to operate their business, rather they feel that the general economy is best served 
by keeping government out of business. They have no illusions that govern- 
mental technical assistance can be substituted for sound business operation. 
Such business advice can better be provided through their suppliers and through 
the trade associations who have technical programs developed that apply directly 
to a particular trade. 

Proper merchandising in this field requires buildings, shop equipment, trucks, 
heavy stocks of repair parts, and supplies, much of it being of a seasonal nature. 
In contrast to many other businesses, these merchants have a heavy physical 
inventory of equipment and stocks of goods. On these they pay property taxes, 
sales taxes, and excise taxes. They compete for business trade against gigantic 
corporations who can engage TV and radio advertising and propaganda. In 
many ways they are at the mercy of the large corporations from whom they 
must buy. 





S02 TAX PROBLEMS OF SMALL BUSINESS 


My trade association has compiled, at my request, some revealing information 
for this committee. 

Since 1954 there have been 105 forced liquidations in the implement business 
in Wisconsin. These do not constitute formal bankruptcies but they are the 
firms that have been, in the opinion of their immediate competitors, forced out of 
business from economic pressures. 

There have also been an additional 230 firms who have abandoned their 
franchises in the retail implement business because of lack of future and present 
profits. 

Small-business men are not making financial progress compared to the multi- 
billion-dollar big business. Research on 252 members of the Wisconsin Imple- 
ment Dealers Association, who have business longevity sufficient to make analysis, 
reveal a startling situation for small business. In 1954 these 252 dealers had an 
estimated net worth of $16,070,000. The net worth of these same 252 retailers 
has declined to $15,850,000 in mid-1957. (These figures were obtained from Dun 
& Bradstreet financial rating data.) 

I will remind the committee that the period for which the analysis is made 
was the greatest period of peacetime prosperity in the history of the United 
States. During this same period, the multi-million- and multi-billion-dollar busi- 
nesses have had tremendous profits and have increased net worth substantially. 
It would be our considered opinion that the showing of this group of implement 
dealers would be representative of all small business. You will be able to 
ascertain that under the present rate of decline it will take but one lifetime for 
small business to completely disappear. 

The graduating of corporate and business taxes would do much to alleviate 
small-business problems and allow for expansion capital. For large corporations 
the present basis of 30 percent normal tax is negligible and the 22-percent surtax 
will not smother big business. However, to the small-business enterprise a 30- 
percent tax prevents him from expanding and even from existing. 

The Curtis House bill, with which you are all familiar, does provide some relief, 
but it seems to me that a much smaller corporate tax on incomes under $25,000 
would be most helpful and equitable—it would apply to all alike since all corpora- 
tions would get the same benefit, but the protection to the small business would be 
a healthy one for the national welfare. This is no departure from the present 
income-taxing policy, since the income tax has always been based on the ability 
to pay. 

The estate tax in the Curtis bill will provide no tangible benefit to the small- 
business man, as you can ascertain from the average net worth of our members— 
$70,000. This principle of taxation will, however, benefit the individually 
wealthy men, none of whom come from the ranks of small business. The small- 
business man, generally speaking, has a life-insurance program that takes care of 
any burdensome estate tax. 

Mr. Chairman, in closing, we recommend a graduated income tax for all small 
business, including sole traders, partnerships, and corporations. We further 
recommend that, to obtain the revenue to offset the decline which will result from 
relief for small business, all tax-exempt organizations and enterprises be taxed 
fairly on all their commercial activity. These tax exempts include trade associa- 
tions, such as my own, and cooperatives. I would further extend this principle to 
schools and churches who receive business income derived directly from com- 
mercial business operations. 

Mr. Chairman, I respectfully submit this brief for your consideration. 


STATEMENT OF MILO MICKELSON, SCREEN PRINTING, INC., MINNEAPOLIS, MINN. 


FEDERAL TAX CONSIDERATION 


1. Estate taxes should be payable over a period of years to assist cash plan- 
ning in closely held corporations, proprietorships, and partnerships. 

2. Partnerships and individual proprietorships should be allowed to be taxed as 
corporations. 

3. Taxpayers should be allowed to use alternative methods of depreciation pro- 
vided by section 167 of 1954 Internal Revenue Code for used property. There are 
substantial purchases of used property used in small business and no distinction 
should be made. 
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4. Proprietorships should be able to be treated as an employee under qualified 
pension on profit-sharing plans. Distinctions between operation as a corporation, 
partnership, or individual should not be made to be able to qualify. 

5. There should be graduated corporation-tax rates to give tax relief to the 
corporation with profits to $100,000. 

General considerations to small business: 

1. Have business divided into at least three classifications. 

Employees 
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2. Small businesses are required to operate under same laws as large businesses 
requiring higher percentage of overhead services in relation to sales. 
3. Tightness of money affects small business more than big business. Banking 


institutions find dealing with large loans are more profitable. 





Twin Crry Harpwoop LUMBER Co., 
St. Paul, Minn., October 25, 1957. 
MINNEAPOLIS CHAMBER OF COMMERCE, 
Minneapolis, Minn. 

JENTLEMEN: I appreciate very much the suggestion that I submit statements 
at the meeting of the Senate Small Business Committee in Minneapolis. 

I notice the date has now been set for Wednesday, November 13. Unfortu- 
nately I am going to have to be out of town on that date and so will not be 
able to testify. 

However, I do have some ideas which I would appreciate being presented 
to the committee and if it is posible to include these in the record, am listing 
them below for that purpose. 

1. I feel that steps should be made to get the Government out of a number of 
fields where they are competing with State government. It would seem to me 
that they should revise the tax structure so that there is no duplication of 
taxes such as we now see on dividends, telephone tax, inheritance taxes, death 
and gift taxes. We also have conflicts on the unemployment and welfare funds. 
It would seem to me that the funds of this nature can best be administered 
locally by State officials and that the Federal Government should not enter into 
these fields. 

2. The publicity in the papers the other day about the crackdown on ex- 
pense accounts seemed rather dictatorial. If the Internal Revenue Bureau is 
going to be given permission to tell every salesman and executive how much he 
can spend for lunch and dinner and where and when he can travel, we are 
getting to a position where communism begins to look pretty good. It seems 
to me there is reason in all things and that dictatorial edicts such as this ex- 
pense-account edict have no place in our economy. 

3. It seems to me that a limit should be placed on taxes for small corpora- 
tions. In my judgment the first $100,000 of net profits should be either com- 
pletely tax free or taxed at a rate not to exceed 20 to 25 percent. Too many 
small businesses are being taxed to death. The present high rate of corpora- 
tion tax makes it impossible for a small corporation to build up its capital and 
get a firm financial foothold in these days of expensive economy. The small- 
business section of Congress must recognize this and see that some sort of tax 
relief is given to the small operator, whether he be individual, partnership, or 
corporation. Simply because a concern takes advantage of the corporate form 
of doing business is no indication that the people operating this are crooks 
gouging the public or are financial magnates with their pockets lined with 
gold. Most of them are common, ordinary people like you and me who are 
attempting to make a living. 

4. The Bureau of Internal Revenue has been very diligent in their search 
for additional revenue. One of their pets seems to be the changing of depreciation 
schedules. This is very disconcerting to businessmen and a disturbing factor 
as well as an expensive one, although in a rising economy the changing of 
depreciation schedules actually is a help to the business. It is, however, ex- 
ceedingly disturbing especially in our own case where we agreed with Washing- 
ton on depreciation schedules and 2 years later had those schedules all changed 
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on direction of the agent with concurrence of Washington. Three years later 
the same situation occurred. These changing attitudes are exceedingly dis- 
turbing and it would seem to us that once such schedules are approved that 
they should be allowed to run through the term agreed upon. 

5. Then there is the old, old question of equal taxation for cooperatives with 
small corporations. It seems to me that some progress has heen made along 
this line, but that the simplest way would be to simply include cooperatives in 
the same category as corporations and let them pay the same scale of taxes. 

I do appreciate the opportunity of submitting these ideas and hope they 
will be of some benefit. 

Yours very truly, 
L. S. CrarK, Vice President. 


WavyzaATa, Minn., November 5, 1957. 
WILLIAM J. ErIcKSON, 
Counsel, Senate Select Committee on Small Business, 
Washington, D.C. 


DeEAR Mr. ErtcKson: I am outlining my case in writing because of your heavy 
schedule of hearings at the Senate public hearing on taxes in Minneapolis. 
Please refer to my letter of October 9, 1957, and your reply dated October 10, 
1957. 

Iam particularly concerned by an apparent new concept in taxing stock redemp- 
tions by small-business corporations and which, if broadly enforced, will result 
in great tax inequity and an impossible tax burden on small corporations. My 
particular case illustrates this inequity very well. 

In 1950, I entered into part ownership in a small automobile dealership with 
Frank Flint by acquiring at a cost of $20,000 100 shares (50-percent interest) 
in Village Chevrolet Co. At the time I was 41 years of age and Mr. Flint was 
67 years of age. During the succeeding 7 years, up to February 1956, we managed 
to build up the corporation from a net worth of $40,000 to $75,647.04. During 
this period we took very reasonable salaries, upon which we paid Federal income 
taxes. At the same time, the corporation paid Federal income taxes on the 
earnings which we were able to retain in our growing business. Finally, in 
1956, Mr. Flint, due to his age and poor health, wanted to sell out his 100 shares 
(or 50-percent interest) and withdraw from the business. There, of course, was 
no market as such for his stock and while I had an option to buy his stock, I 
did not have the money to do so. He therefore offered to sell it to the corporation 
at its book value of $37,823.52. The corporation did not have the funds for this 
purchase either but was able, through a bank loan, to borrow the necessary 
funds and did thus redeem and retire his stock. Mr. Flint realized a capital 
gain on the sale of his stock and paid Federal income taxes on this. 

Now, however, under a so-called new concept, the Internal Revenue Service 
contends that I received a “constructive dividend” of $37,823.52 by reason of 
the corporation’s retiring Mr. Flint’s stock. This concept, I am told is supported 
by two recent cases of the Tax Court of the United States (Joseph R. Holsey, 
28 T. C. No. 107, August 1957, and Louis H. Zipp, 28 T. C. No. 32, May 1957). 
This will result in additional Federal income tax liability to me personally of 
$14,654.44. The United States Government has taxed this sum as corporation 
profits, they taxed it again as Mr. Flint’s capital gain and now seek to tax it 
a third time to me as a constructive dividend. It is obvious to me that I have had 
no gain in income because I, by reason of the retirement of Mr. Flint’s stock, 
still merely own 100 shares (though now 100 percent) in a corporation whose 
net worth has been reduced to half of what it was prior to the redemption (or 
$37,823.52). In other words, this redemption has not increased my present net 
worth in any sense and the “constructive dividend” so-called is nonexistent. 

To my way of thinking, this new concept cannot help but result in killing off 
any incentive to let small corporations grow. Shareholders, who are also 
employees, will want to withdraw earnings in the form of salaries rather than 
to expand their business, realizing that any expansion will result in a greater 
tax to them when any shareholder dies or wants to withdraw. As you can see 
by my case, it can have a disastrous effect on anyone who, on a modest scale, 
has worked to build up a sound business in a highly competitive product market. 

Will you please include this in the printed records of your hearings. 

Very truly yours, 
VILLAGE CHEVROLET Co., 
W. S. BLoomer, President. 
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STATEMENT OF W. H. BADEAUX, SECRETARY, NORTHWESTERN LUMBERMEN’S ASSO- 
CIATION, MINNEAPOLIS, MINN., RE TRANSPORTATION TAX 


The Northwestern Lumbermen’s Association, a nonprofit association, organ- 
ized and existing under and by virtue of the laws, State of Minnesota, with its 
principal offices and place of business 1018 Fourth Avenue South, city of Min- 
neapolis, Minn.: having for its members retail lumber dealers in Minnesota, 
North and South Dakota, and Iowa, engaged in the selling and distribution of 
lumber, building materials and coal. The purpose of this association is to en- 
courage the sale and use of lumber and allied products for industrial and do- 
mestic purposes. 

In 1942 the Federal excise tax was enacted which placed a tax on the charges 
for the movement of passengers and commodities. Various changes have been 
made throughout the years in the tax applying to the movement of passengers 
but remains practically the same as originally enacted to the charges on the 
movement of commodities; this being 3 percent to the charges for transporta- 
tion and all accessorial services. There is one exception and that is the tax 
applying to anthracite and bituminous coal which is charged by the unit of 4 
cents per ton. We, in the retail lumber business being considered as small-busi- 
ness men, are primarily concerned with the tax as it applies to commodities. 

The Federal excise transportation tax as originally enacted was for a two- 
fold purpose. First, as a revenue measure, and secondly to discourage the move- 
ment of passenger and civilian goods over carriers of the already overburdened 
transportation system during the emergency period of World War II. 

As a revenue measure, the tax has served the purpose well during the period 
in which it has been in effect. More than $234 billion have been collected for 
the transportation of passengers and close to $4 billion for the transportation of 
commodities; the greatest amount having been collected since the termination 
of the war; a period for which it was not intended. 

The critical period for which the taxes were originally enacted no longer 
exists. We are not now faced with an emergency whereby special taxes should 
be assessed, and the for-hire transportation companies of all types are in need 
of additional tonnage to keep their facilities in operation to a reasonable capacity. 

The tax which was enacted solely as a wartime measure and has been con- 
tinued for 12 years after the cessation of hostilities has gone beyond the original 
intent of the Congress when it was passed. While the percentage of tax remains 
the same, through the increases of transportation costs by inflation, the tax 
has multiplied itself many times. Since the end of World War II, the freight 
rates applying to commodities in the Midwest have increased approximately 106 
percent, which actually means that the tax applying to a carload of lumber has 
been automatically increased this amount. But it does not stop here; each time 
an article made of lumber is shipped, the tax applies and becomes recurring and 
is pyramided. In the recent freight rate increase, ex parte 206 which went 
into effect August 26, 1957, it is estimated by the Interstate Commerce Commis- 
sion to yield an additional increase of $897,800,000 in revenue to the railroads 
alone and 8 percent additional tax will amount to $26,954,000, and we must keep 
in mind that ex parte 206 covered only increases applying to railroads; like 
increases have been granted for-hire motor carriers. 

The small-business man is at a disadvantage as he must depend principally 
on transportation furnished by for-hire carriers; whereas larger businesses are 
in a position to maintain their own transportation facilities; transporting their 
own products which are exempt from the transportation tax. This is an addi- 
tional burden to the low volume businessman who is unable to take advantage 
of large volume discounts, and many times must resort to the less-than-car- 
load and less-than-truckload transportation costs which are many times more 
costly. resulting in greater excise tax. 

To some industries this tax may be considered as part of the cost of doing 
business, and is passed on to the consumer. But to the small-business man, it is 
more than this; it is an expense which must be absorbed by him from his 
already meager profit as his higher costs will not permit him to pass it on and 
at the same time remain in a competitive market. 

The points in the preceding paragraphs are those which we consider as of 
major importance, and it is not our purpose to argue the merits or demerits 
of this tax, but it is our intention to point out its detrimental effects to the 
small-business man. 

It is felt by the small-business man that this tax has in the past and will for 
the future, if continued in effect, prove to be a burden on his business, and 
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that it is his further belief that this wartime emergency tax measure which 
has been continued for over 15 years should be repealed at the earliest possible 
moment. 


Senator Humpurey. A number of letters have come to me which 
I will not read in detail here. I will note them for the record and 
make them available to the reporter and the clerk. These are letters 
from different parts of the country as well as from representative busi- 
ness people here in the Twin Cities and the State of Minnesota. 

Senator Torr. Mr. Chairman, before you leave the insertion of 
these letters that have come in, I, too, have a few letters that have 
been addressed to the chairman, Senator Sparkman, and they have 
been forwarded to me for the purpose of having them inserted in this 
record. One is dated November 12, addressed to Senator Sparkman, 
and it is the statement submitted by J. R. Borchert, president of 
Borchert-Ingersoll, Inc., in St. Paul, Sen. and this will be inserted 
in the record. 

Then I have a letter addressed to me, dated November 11, by Oscar 
Z. Remsberg, executive vice president of the Minnesota Motor Trans- 
port Association, St. Paul, who submits with this letter a statement for 
the committee, and so, Mr. Chairman, without objection, this will also 
be offered to the reporter for insertion in the committee hearings. 

Senator Humpurey. It shall be made a part of the record at. your 
request, sir. 

Ranator Taye. Thank you. 

(The documents referred to are as follows:) 


Sr. Paut 14, Minn., November 12, 1957. 
Subject: Statement submitted at November 13 hearing by J. R. Borchert, presi- 
dent, Borchert-Ingersoll, Inc., St. Paul, Minn. 


Senator JoHN SP4RKMAN, 
Chairman, Senate Small Business Committee, 
Minneapolis, Minn. 

DEAR SENATOR SPARKMAN: Our company appreciates this opportunity to out- 
line for your committee what measures we believe would be of the greatest bene- 
fit to us in expanding our company. 

We are a distributor in the State of Minnesota of construction equipment. 
A large part of our volume comes from the sale or rental of crawler tractors, 
motor scrapers, motor graders, shovels, cranes, draglines, truck mixers, diesel 
engines, etc. All equipment of this type needs rather frequent repair and, there- 
fore, we operate large parts and service departments to give our customers the 
best service possible. 

After World War II, with construction expanding throughout the country, we 
found it necessary to provide new and greatly enlarged plants in St. Paul and 
Duluth where we had been operating and to add one more branch at Hibbing. 
In 1948 and 1949 we built at St. Paul and Duluth, and in 1952 we bought a 
building in Hibbing. When considering stocking these plants with repair parts 
and providing the necessary service tools and equipment, the actual building 
costs were less than half of the total investment. We undertook this expansion 
in the knowledge that our customers were demanding service that we could not 
provide without the new facilities. Further, our manufacturers would not con- 
tinue our franchises unless we could adequately provide for all the needs of the 
customers. Subsequent events have borne out the wisdom and necessity of 
having expanded. 

Our company has always been closely held with very few stockholders and 
over 80 percent of the stock being owned by just 2 men. The owners of that 
stock were active in the business until their deaths in 1951 and 1953. A large 
portion of both of their estates was in Borchert-Ingersoll stock which is now 
held in their estates. Because it is extremely hard to sell stock in a small 
company and because the estates do not wish to sell control of the business, it 
has been extremely difficult for them to pay their estate and inheritance taxes. 
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Both of these factors have led to a serious shortage of working capital that 
we have not been able to overcome through retention of profits although we 
have retained practically all our profits after taxes. I might add that our sales 
expanded in volume, as we anticipated, from approximately $2.2 million in 1949 
to approximately $5.7 million in 1955 and have produced a profit each year. 
However, our working capital picture during the same period has deteriorated 
from a healthy position to a period of shortage. (If the committee should 
desire exact figures and ratios, we would be happy to supply them on a con- 
fidential basis. ) 

We have been unable to sell our stock at a figure anywhere near )ook value 
unless we could and would offer control and all of our efforts to borrow money 
on the open market or from private sources have proven to be too costly and 
too restrictive to our normal operation to make them at all acceptable. As a 
consequence, we have had to use what profits we have been able to keep after 
taxes and to operate on a restricted basis not taking all of the profitable busi- 
ness we would like to take. We also have not been able to expand our organiza- 
tion and branches as we should or to install all of the repair parts and service 
equipment we should for our customers’ benefit. 

Now, due to the Federal highway program and the natural expansion of the 
construction industry, we foresee a period of even greater expansion. For our 
company to go along with this expansion we feel a bill like the Curtis bill, 
H. R. 5735, should be passed. If we were permitted to deduct from our net 
income, for tax purposes, 20 percent or $30,000, whichever is less, to be used 
for investment in inventories, facilities, or equipment, we believe could do a 
much better job in our field and make our business more profitable to the point 
that our income-tax payments would soon exceed the deductions we were per- 
mitted to make. This, of course, would be in addition to the obvious benefits of 
improving our working capital situation and allowing us to pay to our owners 
a return on their investments, something we have not been able to do often 
recently. 

The provision in bill H. R. 5735 for the purchase of non-interest-bearing estate 
tax anticipation certificates would have pretty much alleviated our estate prob- 
lems we have had in the past. Inasmuch as we are still a closely held com- 
pany, this portion of the bill would preclude our getting into the same difficulties 
again. In our opinion, the provision of H. R. 5735 would be of a great deal of 
help to us and would enable our company to expand with the construction in- 
dustry and the needs of the people of our country. 

In conclusion, we should like to offer any more specific information we can 
furnish if your committee so desires. 

Yours very truly, 
,ORCHERT-INGERSOLL, INC., 
J. R. Borcuert, President. 


MINNESOTA MoTor TRANSPORT ASSOCIATION, 
St. Paul, Minn., November 11, 1957. 
Hon. Epwarp J. THYE, 
United States Senate, Washington, D.C. 

Dear “Ep”: Herewith is a statement for your committee meeting in Minne- 
apolis Wednesday, November 13, 1957. 

I should like to be present but cannot be due to previous commitments. 

I have a statement with respect to the repeal of the 3 percent transportation 
excise tax enclosed that I should like to have made a part of the record of your 
hearing. 

I sincerely trust this can be done. 

I wish to commend you for the splendid work you are doing in appraising 
the voters of Minnesota of your many deeds of achievement for them as a 
Member of the United States Senate. 

Believe me, our people need to know, and when they have the facts, their 
response will be most favorable to you. 

With best wishes, I am 

Very sincerely, 
Oscar Z. REMSBERG. 
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STATEMENT OF Oscar Z. REMSBERG, EXECUTIVE VICE PRESIDENT, MINNESOTA Moror 
TRANSPORT ASSOCIATION, BEFORE THE UNITED STATES SENATE SELECT COMMIT- 
TEE ON SMALL BUSINESS, NOVEMBER 13, 1957, MINNEAPOLIS, MINN. 


Mr. Chairman and members of the committee, my name is Oscar Z. Remsberg, 
I am the executive vice president and general manager of the Minnesota Motor 
Transport Association, 2453 University Avenue, St. Paul, Minn., an association 
representing common carriers of dry freight, petroleum carriers, household goods 
carriers, livestock carriers, private carriers and allied industries. 

I wish to present the views of this association on the present 3 percent war- 
time emergency transportation tax. The repeal of this tax is of extreme in- 
terest to small businesses and to the motor carriers who serve both large and 
small businesses. The following resolution was unanimously passed by all 
divisions of our association at our annual meeting September 20, 1957. 

“The present 3 percent Federal tax on transportation was levied for the 
express purpose of raising additional money to meet the needs of World War II. 
This specific emergency has long since passed. 

“This tax has forced many private businesses into the operation of their own 
private fleets even though they have no desire to be in the trucking business. 
It has put the small business man and merchant who has not the financial means 
to go into private carriage at a distinct disadvantage by forcing him to pay this 
8 percent tax while his larger competitors operating private fleets are not subject 
to this tax. 

“This tax is eating away at the stability of the common and contract carrier 
industry by forcing many shippers into private carriage to avoid this tax: There- 
fore be it 

“Resolved, That this association urge the repeal of this 3 percent wartime 
emergency transportation tax and a copy of this resolution be sent to all Minne- 
sota Members of the Congress of the United States.” 

The farm people of our State and everywhere are large users of transportation 
and to reach the market places for the most part, use for-hire carriers. The 
repeal of this tax is of utmost importance to agriculture. 

We respectfully request the repeal of this tax for the farmer, the small- 
business man and the small manufacturer who cannot escape paying this tax. 

A joint resolution (H. F. 835) was unanimously passed by the 1957 session 
of the Minnesota Legislature memorializing the Congress of the United States 
to repeal this excess transportation tax on property by common and contract 
carriers. 


Senator Humrpnrey. May I add at this point, if any other witness 
or citizen wishes to have a statement made a part of this record, all 
that needs to be done is to bring it here to any one of us on the com- 
mittee, or if you do not have your statement with you at the present 
time, you can forward it to the Senate Select Committee on Small 
Business of Washingon, D. C., and it will be made a part of the 
record. 

Our staff director indicates to me that the record will be held open 
for 2 weeks for purposes of supplementation. Sometimes witnesses 
desire to do that after they have attended a meeting such as this. 

(Subsequently, the following telegram from W. O. Patterson, of 
M. F. Patterson Dental Supply Co., St. Paul, Minn., was received :) 


St. Pau, MInn., November 14, 1957. 
Senator Epwarp THYE, 
Northfield, Minn.: 


I would like to suggest as relief and help for small business the following: 
Allow all business to depreciate capital equipment as they see fit. This has 
automatic controls in it. When a business wants to expand, it gets tax relief 
allowing it to go ahead. As soon as expansion stops, income taxes become 
heavy. If too much depreciation is taken, long- or short-term money becomes 
hard to obtain. It will encourage venture-capital expansion to give more jobs 
and will benefit small business far more than big business. The latter cannot 
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depreciate too fast due to their relations with banks and stockholders. There 
is much more to this than can be put in a telegram and the idea is not original 
with me by any means; in addition it would be of little help to our firm due to 
the nature of our business, but I firmly believe it will be a tremendous stimu- 
lant to small business. 
M. F. PATTERSON DENTAL SUPPLY Co., 
W. O. PATTERSON. 


Senator Ture. If I may interrupt? There is also a telegram that 
I had failed to pick up at the same time I referred to the two letters, 
and that telegram was addressed to me, dated November 12, and 
signed by Warren Hobson, manager of the W orthington Chamber of 
Commerce. 

Senator Humrurey. Very good; that shall be made part of the 
record. 

(The document referred to is as follows :) 


WORTHINGTON, MINN., November 12, 1957. 
Senator Epwarp THYE, 
Subcommittee Hearing on Small Business, 
Michigan Room, Leamington Hotel, Minneapolis: 


Worthington businessmen wish to go on record proposing a curtailment of 
present taxes that directly affect the small-business man and the careful study 
and analysis of any future taxes to be imposed that would in any way jeopar- 
dize the ability of a man under our free competitive economy from starting and 
operating a successful business because of the enactment of additional taxes 
that would remove the incentive of doing business here in America. In addi- 
tion, the merchants wish to go on record opposing the extension of the Fair 
Labor Standards Act to include employees of local establishments like retail 
and service business not engaged in interstate commerce. 

WoORTHINGTON CHAMBER OF COMMERCE, 
WARREN Hosson, Manager. 


Senator Humeurey. Letters from Texas Steel Co., the Creamette 
Co., Mullin & Dillon Co., Franklin Manufacturing Co., and the 
Brainerd (Minn.) Chamber of Commerce are also to be made part 
of the record, and I ask the staff to at le: sek indies ate to the signers 
of these letters that the texts of those letters have been entered and 
reply to them appropriately. 

(The documents referred to are as follows :) 


Texas STEEL Co., 
Fort Worth, Tezx., November 9, 1957. 
Hon. Husert H. HUMPHREY, 
United States Senate, 
Washington, D.C. 


DEAR Mr. HUMPHREY: For many years businessmen and other informed groups 
have been deeply concerned with the destructive character of our present Federal 
income-tax laws. They have realized that the excessive and discriminatory 
progressive-rate structure for personal taxes, and the high corporate rates will, 
if continued, eventually destroy the private enterprise system. 

Several tax-relief bills have, as you know, been presented in recent sessions 
of Congress, but have been rejected or allowed to die. This has led many of us 
to believe that, even though the members of Congress are well-aware of the 
economic hazards of the high-tax levels, they are reluctant to grant tax relief 
that might result in a lower level of Federal income. This in turn leads to the 
conclusion that perhaps the best approach to the problem of obtaining this 
critically necessary relief is to schedule moderate annual reductions over a period 
of years, until safe and reasonable levels are reached. 

These annual reductions in taxes need not exceed the increased income result- 
ing from the annual growth of our economy, and therefore need not reduce Federal 
revenue below its present level. 
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Such an approach is embodied in the 2 identical bills—Sadlak, H. R. 6452, and 
Herlong, H. R. 9119. The bipartisan Sadlak-Herlong bill offers, in my opinion, 
the fairest and most sensible means yet conceived for tax reductions for every 
taxpayer of this Nation. 

When the S8dSth Congress reconvenes, may I urge you to carefully consider the 
provisions of the Sadiak-Herlong bill, and lend your assistance in order to secure 
the passage of this much needed legislation as early in 1958 as possible. 

Sincerely yours, 
W. A. E. Woops, President. 


MINNEAPOLIS, MINN., November 11, 1957. 
Re Hearing November 13, transportation tax. 
Hon. Husert H. HUMPHREY, 
Senate Select Committee on Small Business, 
Washington, D.C. 

DEAR SENATOR HUMPHREY: The transportation tax has often been a subject of 
discussion at our company and by our customers. We feel that since this tax 
originally was a temporary war measure, it should now be repealed. 

Our observations and contacts with other businesses lead us to the conclusion 
that the transportation tax pyramids and adds considerably to the expense of 
marketing agricultural products processed in Minnesota. 

We also wish to call attention to the fact that this tax is contrary to the 
transportation policy of Congress as expressed in the Interstate Commerce Act. 

We ask that this letter be made part of the record at your hearing. 

Very truly yours, 
THE CREAMETTE Co., 
Howarp E. JOHNSON. 


MULLIN & DILLON Co., 
Minneapolis, Minn., November 12, 1957. 
Hon. Husert HUMPHREY, 
Senate Committee on Small Business, Washington, D.C. 

My Dear SENATOR: For the past several years, I have been chairman of the 
transportation committee of the Minneapolis Grain Exchange. Therefore, am 
to some extent, familiar with transportation costs and their impact on small 
business, our agricultural people and the general economy. 

I am unable to personally appear at the hearing of your committee November 
13. Nevertheless, may I urge that serious consideration be given to the repeal 
of the Federal excise taxes on transportation. Brietly, it is my opinion, that 
there is no justification for this tax, and a careful study of the matter should con- 
vince any fair-minded person that it is loaded with glaring inequities. 

Our farmers have an important stake in freight rates and transportation costs. 
For some time past they have been caught in a cost-price squeeze and are bur- 
dened with higher and higher transportation costs, which mean a lower price 
on the products the farmer sells and a higher price on the things he buys. Repeal 
of Federal excise taxes on transportation would be of direct benefit not only to 
the farmer but to the small-business man as well. 

It is, therefore, hoped that your committee will see fit to recommend legisla- 
tive action to eliminate this unfair tax. 

Respectfully yours, 
W. E. MULLIN, President. 

P. S. Please make this letter part of the record of the proceedings of your 
committee. 


FRANKLIN MANUFACTURING Co., 
Minneapolis, Minn., November 12, 1957. 
Re Transportation tax on small business 
Hon. Husert H. HUMPHREY, 
Senate Select Committee on Small Business, Washington, D.C. 

Dear Senator: I am the traffic manager of Franklin Manufacturing Co. I 
believe that immediate consideration should be given to the repeal of the above 
tax. 

Prices are quoted on the cost of the products at the point of consumption. On 
the national scale the farther the distance from point of manufacture to point 
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of consumption, the greater transportation charge, hence the greater the tax. 
A geographic disadvantage thus results. 

This tax discourages the use of regulated transportation systems which, in a 
time of urgency, are absolutely essential to our economy. ‘The tax, as such, 
has drained a great deal of earning power away from our regulated carriers; 
hence, their rates go up in order to maintain their earning capacity. Those 
companies, whose size permits, can go into private transportation, thereby lower- 
ing their costs. The small business, however, do not have the means available 
to provide their own transport, and they must rely upon public transportation. 
It is an example of the smaller businesses being burdened by further taxation. 

I am attaching hereto a certified copy of Resolution No. 12, which was adopted 
at the last session of the Minnesota Legislature, recommending the repeal of 
those transportation taxes. 

I wish that you make this letter and the enclosure a part of the record of the 
hearing held on November 13. I am doing this for the convenience of the com- 
mittee rather than make a personal appearance because I know that you will 
have a great number of witnesses to be heard by your committee. 

Very truly yours, 
T. N. HACKNEY, 
Traffic Manager. 
UNITED STATES OF AMERICA 


STATE OF MINNESOTA DEPARTMENT OF STATE 


I, Joserpu L. Donovan, secretary of state of the State of Minnesota, do hereby 
certify that the annexed is a full, true, and correct photocopy of Resolution No. 
2—H. F. No. 835, a joint resolution memorializing the Congress of the United 
States to repeal excise taxes levied on the transportation of persons and prop- 
erty by common and contract carriers, approved on April 13, 1957, as the same 
appears of record in this office, and of the whole thereof. 

In testimony whereof, I have hereunto set my hand and affixed the great 
seal of the State, at the capitol in St. Paul, this 8th day of November A. D. 1957. 

[SEAL] JOSEPH L. DONOVAN, 

Secretary of State. 


RESOLUTION No. 12—H. F. No. 835 


A joint resolution memorializing the Congress of the United States to repeal 
excise taxes levied on the transportation of persons and property by common 
and contract carriers. 

Whereas certain excise taxes imposed during World War II are still in effect; 
and 

Whereas the reason given for imposing said taxes was to discourage use by 
civilians of common and contract carriers of persons and property when an 
extraordinary demand was placed on transportation by the large increase in 
traffic due to World War II; and 

Whereas these taxes have caused, and continue to cause, substantial diver- 
sion of traffic to private carriers, thus causing higher rates to be charged espe- 
cially on the transportation of property which places a heavy burden on the 
farmer, the small-business man, and the small manufacturer because they do 
not have sufficient value to engage in the transportation of their own property 
and must depend on common and contract carriers for their transportation 
needs ; and 

Whereas these excise taxes are discriminatory to Minnesota products as 
illustrated by the fact that a shipment of Minnesota products from Minneapi- 
lis, Minnesota, to Northfield, Minnesota, wherein the cost of transportation was 
$10 would pay a tax of 30 cents and whereas the transportation of the same 
product to Chicago, Illinois, for example, might have a transportation charge 
of $50 and the tax would be $1.50; and 

Whereas the repeal of these excise taxes will result in a direct reduction in 
transportation costs and eliminate the tax discrimination against shippers who 
live a long distance from the market for commodities produced and sold, or 
supplies and equipment manufactured at distant locations ; and 

Whereas the same discriminatory situation exists where persons use common- 
“arrier passenger service ; and 

Whereas repeal of these excise taxes will not result in any substantial or 
effective diminution of tax revenue to the Federal Government since these taxes 
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are now paid by shippers for a business purpose and are deductible as ordinary 
and necessary expenses and elimination of these taxes would, in effect, produce 
a greater net income taxable to the benefit of the Federal Government from said 
shippers and businesses who now deduct these excise taxes from their taxable 
revenue: Now, therefore, be it 

Resolved by the Legislature of the State of Minnesota, That we respectfully 
memorialize the Members of the United States Senate and House of Representa- 
tives from the State of Minnesota to introduce and support legislation to repeal 
the excise tax of 10 percent on the transportation of persons and 3 percent on 
the transportation of property by rail, motor, and water common carriers; be it 
further 

Resolved, That the secretary of state transmit copies of this resolution to 
United States Senator Edward J. Thye, United States Senator Hubert H. 
Humphrey, Representative August H. Andresen, Representative Joseph P, 
O’Hara, Representative Roy W. Wier, Representative Eugene J. McCarthy, 
Representative Walter H. Judd, Representative Fred Marshall, Representative 
H. Carl Andersen, Representative John A. Blatnik, Representative Coya Knutson, 
Vice President Richard Nixon, and Speaker Samuel Rayburn. 

Approved April 13, 1957. 


BRAINERD CHAMBER OF COM MERCE, 
Brainerd, Minn., November 7, 1957. 
Hon. Huspert H. HUMPHREY, 
United States Senator, 
Washington, D.C. 

DEAR Mr. HUMPHREY: Many of the Brainerd small-business men would have 
liked to be present at the hearing in Minneapolis on November 13, but they have 
been informed that time will not permit them to be heard. 

The following are a few of the problems that they would like to call to your 
attention: 

Retirement.—They are not in a position to set up a retirement plan for their 
employees on the same basis as larger business. They are in need of some 
assistance making it possible for them to meet this problem. 

Jurisdictional strikes.—They fear jurisdictional strikes. In most cases they 
operate only one business. They can be ruined through no fault of their own. 
They believe they should have protection by law until such time that they are 
at fault. 

Federal wage and hour.—They do not favor being regulated by the Federal 
wage-and-hour laws. Their operation can be more equitably governed on the 
State level. 

These are the three items that our merchants seemed to be most concerned 
about at their meeting, and requested that I call these to your attention. 

Sincerely yours, 
V. F. ANDERSON, Secretary-M anager. 

Senator Humpnurey. We have with us this morning the mayor of the 
city of Minneapolis, and I cannot help but note that one of our senior 
citizens and distinguished friends, Professor Rarig, is with us, too, and 
he has many friends around here who are on the committee and off 
the committee. 

I guess he is here just to witness how his boys are getting along, 
being that Senator Morse is one of his boys, and I was one of his boys, 
and the major of Minneapolis is one of his boys. We will all try to 
behave well, Frank. 

I call for testimony or whatever statement he wishes to make of 
Mayor P. Kenneth Peterson, mayor of Minneapolis. 

May I suggest to every w itness from here on out, so we won't have 
to repeat it, that each witness identify himself by full name, his posi- 
tion, with whatever firm he may be associated, and give also the 
address of his company, firm, or association. 

Mayor Peterson. 
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STATEMENT OF HON. P. KENNETH PETERSON, MAYOR OF THE 
CITY OF MINNEAPOLIS, MINN. 


Mr. Pererson. Thank you very much, Mr. Chairman, Senator Thye, 
Senator Morse, Congressman Wier. You have already ‘introduced me, 
Senator Humphrey, so I think probably at least in my case I will not 
have to do so. 

First, I want to welcome the Select Committee on Small Business 
of the United States Senate to Minneapolis. Officially we welcome 

you here, and, personally, I welcome this opportunity to present a 
statement for melusion in your considerations and that of your sena- 
torial colleagues in connection with improvement in the tax climate 
for small business. This vitally concerns not only small business but 
is of direct concern to every member of the community who must 
rely on small business for so much of its goods and services. It is 
significant that 88 percent of all businesses are unincorporated, and, 
therefore, by such status become almost synonymous with the group 
we call small business. It is also significant that this 88 percent does 
58 percent of the total output of business generally, and employs ap- 
proximately 65 percent of all persons employed in business and indus- 
try. Therefore, it is of more than ordinary importance that the work 
of your committee can show the way for congressional action to re- 
lieve some of the very difficult situations with ‘Which most small busi- 
ness is faced. In every election we hear from all sides a deep concern 
and interest in the plight of the small-business man. Now small busi- 
ness is beginning to ask when will this interest be translated into 
action to relieve some of the inequities with which he is faced in the 
conduct of his small business. 

In that connection may I say I am very happy to hear the reassur- 
ing remarks from Senator Morse that such action will be forthcoming. 
The tax policy of the Federal Government with respect to small busi- 
ness is all-important to Minneapolis. Our city, more than any other 
city of this size with which I am acquainted, is a city of essentially 
small business. 

In Minne: polis, only 2 percent of the m: anufac turing firms employ 
over 500 people, 3 percent employ between 250 and 500, 7 percent em- 
ploy between 100 and 250, and 88 percent employ less than 100. 

In retailing, the story is much the same. Of the total number of 
retail firms with payrolls, the average number of full-time employees 
per firm is 8.1. Thirty percent do not even have a payroll outside 
of the proprietors’ own earnings. Even in wholesaling, the average 
number per firm approximates 16. 

These figures, which show what a large segment small business is 
of our local economy, point up the need for congressional action 
to insure a favorable climate in which small business can grow and 
prosper. 

A significant factor in the growth of Minneapolis has been the 
growth of small business into larger business, and the traditional 
way for a small business to develop has been through retention of 
sarnings in the business. The Federal corporate income tax of 30 
percent on the first $25,000 and 52 percent on income above this 
amount has the inevitable effect of limiting the growth of small 
business. 
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There is left to the small-business establishment too little for plant 
expansion and working capital for the proper conduct of business in 
terms of inventory needs, sales promotion, advertising, et cetera. The 
result is that small business becomes incapable of realizing its full 
potential. It would seem to me only prudent, therefore, that Con- 
gress encourage small-business growth in order that plant eXpansion 
can be undertaken and there ‘by larger employment afforded to the 
working force of the community in which it is located. 

May I add parenthetically we would encourage them also to grow 
so they can pay larger taxes to the local community. 

The requirements of cities, towns, and villages for income to sup- 
port their municipal activities are well known to members of this 
committee. The need for school support, public health and safety 
such as fire and police, not to mention recreation and other city serv- 
ices, plus capita] improvements so urgently needed to fight off de- 
terioration and blight, is such that cities are virtually strapped i in the 
quest for adequate local tax revenues. Whether these are collected 
on property, real and personal, as is pr imarily the case in Minneapolis, 
or by other direct taxes, does not alter its effect on the economic health 
of small business. Therefore, what is urgently needed is for Congress 
to take greater cognizance of the tax demands made on small busi- 
ness at the local and State level in computing the tax which the Fed- 
eral Government must exact for its needs. 

Some relief for business should be found in the area of estate and 
inheritance taxes. Successful family enterprises are frequently broken 
up through the necessity of paying large estate and inh er itance taxes 
in lump sums upon death of the principal owner. is burden is 
compounded by the duplication of Federal and State taxation in this 
area. Relief has been suggested through several channels: (1) Allow 
the Federal tax to be paid in installments, (2) allow a credit for the 
State tax in computing the Federal tax, and (3) elimination of Fed- 
eral taxation in this field altogether. 

Business generally has suffered from the problem of inadequate 
depreciation schedules for an inflationary economy. Relief for this 
»roblem should be sought. Accelerated depreciation schedules could 
S made applicable to used equipment newly acquired. Accelerated 
depreciation is already recognized by the Congress as a means of en- 
couraging certain types of produc tion—we can and should utilize the 
tool to aid small business. 

You gentlemen of the Congress are cognizant, I am certain, of many 
instances of need for financial assistance by small businesses that 
financial institutions, as trustees of moneys by the public, cannot 
reasonably fill. There is need for redefining the loan requirements of 
the Small Business Administration. I am certain that the citizen is 
willing to stake small business much more than current stringent rules 
permit; especially where the small business will create employment 
and make it possible for such business to be a real part of the com- 
munity and help pay the necessary taxes to support local government. 

I have had the personal experience of attempting to secure a loan 
for a typical small business of the city, employing about 150 people. 
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This firm was in basic manufacturing. Community data indicates 
that employment of 150 people in such manufactur ing would result in: 
261 more jobs in service businesses. 
168 more homes. 
$885,000 more in personal income. 
4 more retail establishments, et cetera. 

In spite of the intentions of the loan powers of SBA, an unfortunate 
setback in “ depression for my former client, which was not at all 
uncommon, was cited as the reason why no loan could be obtained, 
cecelipeteniliala that the principal owner of the industry made good 
these payments to creditors although he was not legally required 
to do so by the bankruptcy action taken. Gentlemen, estimated 
community loss of these 150 jobs was actually 261 jobs. 

In summary, it is apparent that the mayor of a city the size of Min- 
neapolis cannot proper ly hold himself out as an expert on the matter 
suggesting details in a congressional tax program to encourage and 
assist small business. However, these broad principles, it seems to 
me, are fundamental to the considerations of this committee and Con- 
gress and make good sense: 95 percent of Minneapolis’ businesses 
employ under 250 people. The Congress can assist cities large and 
small. Helping Minneapolis’ small business grow and prosper is the 
biggest single aid Congress can do for Minneapolis. 

Specific avenues of aid to small business are : 

Income-tax relief. 

Added Federal tax recognition of local taxes paid. 

Collection of estate-inheritance taxes in installments, or give 
a State tax credit, or discontinue Federal taxation in this field 
altogether. 

Accelerated depreciation allowances for small business. 

More realistic SBA loan decisions at the local level. 

These are, in my opinion, a more effective cure for blight, unem- 
ployment, relief in local taxation, and the like, than is direct Federal 
financial assistance to local government units; I thank you for this 
opportunity to appear. 

Senator Humpurey. Senator Thye? 

Senator Toyz. No comments other than it is a good statement. 

Senator Humpurey. Senator Morse? 

Senator Morse. No comment. I commend the mayor for a very ex- 
cellent statement. 

Senator Humpurey. Thank you very much, Mayor Peterson. It 
was an excellent statement and very helpful. 

The next witness will be Mr. Wayne Field, of the Hope Chest Co., 
of Minneapolis, Minn. 


STATEMENT OF WAYNE FIELD, PRESIDENT, HOPE CHEST CO., INC., 
MINNEAPOLIS, MINN. 


Mr. Frevp. Thank you very much, gentlemen. 
I am Wayne Field, president of the Hope Chest Co., Inc., 8100 
Wayzata Boulevard, Minneapolis, Minn. 
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It is obvious, I suppose, that I am pro-small-business, but one of 
the things that I want to state before we start is that I am not anti- 
oe In fact I think we are awfully fortunate, we have had 
a lot of large business and with Sputnik and everything else, maybe 
we need more big business yet to carry on the tremendous research. 
but I think the approach to taxation has been sometimes to let’s give 
benefit for the small-business man, let’s give him special consideration. 

I would rather approach it from this standpoint—I think it is in- 
equitable to start with. So instead of giving relief to the small- 
business man or special preferential treatment, I would be more in- 
clined to take the view that there is an inequity between a small busi- 
ness and a large corporation now, and let’s just readjust it to give 
the small-business man his fair consideration, and in line with that 
there are about 3 or 4 or 6 particular suggestions, recommendations, 
and one that I think our normal tax for small business in the first 
$25,000 should be reduced from, say, 30 percent to 20 at least, and in 
line with that, if it is logical, if it is ethical, if it is morally right 
to have a graduated taxation on an individual basis, I see no reason 
why we can’t have it for corporations to make up somewhere along 
the line for any revenue that is lost by a small corporation by giving 
him the benefit of doubt in the first $25,000. 

P. K. mentions the faster writeoff. I am sure that faster depre- 
ciation is obviously beneficial to the average small-business man. 
There is another factor on stock options which big corporations have 
because we can assess what the valuation of stock is on the market. 
It is very difficult to assess valuation to a small corporation, and not 
always is the book value separable. I think that if we are going to 
attract more good men to small business, we have to have some medi- 
um with which to hold them and to attract them. 

In line with this, I think also that if a small business would give 
a dividend in stock, for example, that the employee should not have 
to pay the tax on it when he receives it, and therefore some of the 
compensation as a smail-business man we might pay in the way of 
salary could go instead to stock which increases the capitalization 
of small business and gives him the benefit of the doubt in that re- 
spect. We have in our corporation a profit-sharing plan, a joint 
capital trust, so to speak, where the employee puts in 5 percent and 
the Hope Chest puts in up to 50 percent of its profits up to a max- 
imum of 15 percent of the annual salary. The company’s and the 
corporation’s contribution is nontaxable, but the 5 percent the em- 
ployee puts in is taxable when he puts it in, and obviously for a per- 
son just starting out this is, I think, a major problem, and I think 
there is no reason why, if it adds security, if it adds growth, that the 
Federal tax laws could not give on an unlimited basis some sort of 
waiver of that tax until the man received the money when he was, say, 
ready to require it or receive it later on, not only if he would get 
a stock bonus, but if he would have money put into a profit-sharing 
trust, a joint trust as in our case. 

Tt has already been mentioned about State taxes, and there is no 
use enlarging upon that particular point. 

There is one other suggestion I think is fine, and that is, if we 
wouldn't tax the dividend received by a small corporation, we again 
would encourage people to put money into a small corporation. The 
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small-business man’s problem, of course, is equity capital which we all 
recognize, and your tax approach is only one approach on this overall 
thing. But in competing with the banks, the money market, if you 
have nontaxable bonds in municipalities and so forth, why not give 
the benefit of it to the small-business man because it will give him a 
chance to grow a little faster and I am convinced that the revenue 
would increase a lot more and a lot faster as a result of this. 

One final point is that I am still convinced that still too many 
people are interested in what Uncle Sam can do for us. I, as one 
small pseudoentrepreneur, let’s say, am also convinced that I would 
like to see you ae me to help myself as a small-business man in- 
stead of coming out and saying “What can you do for us?” Let us 
just show the way that we can benefit from it, and I am convinced 
that there are a lot of small-business men who might give up too 
fast because they think they can’t compete against big business. We 
started 10 years ago with a thousand dollars, and I think that has in- 
creased to $64,000 on net worth, but in addition I have been suc- 
cessful in selling $95,000 in stocks and bonds in my own company, 
so I know it can be done if a man goes about it right. I think as a 
small-business man if he exhibits leadership, he can compete, but it 
is advantageous if your committee can give some consideration 
toward the small-business man to help on that one relief. 

One last final point. I bring this up because I am sure you gentle- 
men are sometimes under the gun of “why you don’t do more for the 
small-business man.” One year ago today I went to the small-business 
committee and wanted to build a building. We tried private business, 
and they would build it on a lease-back basis but not an option to buy, 
so I went to the small-business committee. They set down require- 
ments, and we thought it still too stiff, so I went back to private 
industry and had what I wanted, an option to buy back in 10 years at 
a fixed price. The point I want to make is that here is a case where 
actually the Government did me a favor because it didn’t make it too 
easy for me, forced me to go back and use my own time and initiative 
to carry through, and as a result I am better off today than if Uncle 
Sam and the small-business committee said, “Here, you can have a 
hundred thousand dollars to build your building.” 

That is the extent of my comments. 

Senator Humpnrey. Thank you very much, Mr. Field, and by the 
way, I want to make your written testimony a part of the record. You 
have summarized it, but I think it would be well to have the whole 
testimony included also along with your oral presentation, a very 
excellent presentation. 


(The prepared statement of Mr. Wayne Field is as follows :) 


STATEMENT OF WAYNE FIELD, PRESIDENT, THE Hope Cuest Co., INc., MINNE- 
APOLIS, MINN.—IMPACT OF FEDERAL TAXATION ON SMALL BUSINESS 


First, let me congratulate the Select Committee on Small Business and espe- 
cially our own Senators Humphrey and Thye for their leadership in allowing 
small-business men the opportunity of expressing their views on this important 
matter of taxation. I consider it a distinct honor to have the opportunity of 
sharing my views with you. 

In considering the problems of taxation as it affects a small-business man, 
such as myself, I should like to make the following recommendations: 

A reduction in the tax rate for the first $25,000 earned. I think we can 
consider changing the rate from 30 to 20 percent. 
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2. Set up some type of graduated tax structure. Certainly if it’s logical and 
ethical to tax individuals on a graduated scale, then some sort of taxing of cor- 
porations could be considered on a limited graduated scale. 

3. Some type of basic tax relief which will permit and encourage reinvestment 
for growth purposes. This could either be in faster writeoff or depreciation or 
a specific percentage given for reinvested capital for specific purposes. 

4. An extension of payments of estate taxes so that a small business does not 
have to either merge or liquidate in order to pay the estate taxes. 

My strongest recommendations are that this entire problem of taxation for the 
small-business man should not be approached only from the angle of taxation, 
From my limited business experience, I have observed that the big problem 
facing most small businesses is having enough capitalization in the business so 
that you not only can operate efficiently, but that it can grow and expand. If, 
for example, the corporate taxes were decreased from 30 to 20 percent on the 
first $25,000, it means only a $2,500 tax saving for a small corporation earning 
just $25,000. 

I don’t think any small-business man is interested in how he can get out from 
paying his fair share of our national debt and the running of our National Goy- 
ernment. Tax relief can only be a small part in solving these problems. I 
propose that even a bigger and greater contribution and service can be rendered 
the small-business man if the Select Subcommittee on Small Business and the 
Small Business Administration itself will give greater service and greater aid 
in informing a small-business man how he can continue to expand his business 
and at the same time meet this obligation of taxation that we all must share. 

I am convinced that far too many people are too preoccupied with the attitude 
and the philosophy, “What can the Government do for me?” instead of “How can 
the Government help me to help myself?’ I am convinced that the small-business 
committee can make a real contribution if they help the small-business man 
realize how much potential he really has if he applies his energies right. Here 
are three suggestions as to how he cannot only solve the problem of equity capital 
but also continue to carry his equitable share of the taxload of all Americans. 

1. More information as to how a small-business man can attract equity capi- 
tal. Selling of stocks and bonds. 

2. Informing a small-business man as to how he can set up a profit-sharing 
plan which will divert some of the present income into nontaxable reserves and 
at the same time give added security to himself and his employees, some of which 
can be reinvested in the parent company to bolster the working capital. 

3. A method of leasing buildings with an option to purchase at a particular 
price at a given future date. 

In citing my own personal experiences in the growth of my small business, I 
hope that these remarks will be interpreted as a possible source of inspiration to 
other small-business men faced with the same problems, not simply a desire for 
personal credit for our own limited accomplishments. 

In considering proposal No. 1 above as to how a small-business man can attract 
equity capital. 

Here again, let me emphasize that it’s my personal conviction that many busi- 
nessmen will be happy to pay the taxload, providing they know how they can 
attract equity capital. In a way of background, let me state that less than 10 
years ago, I started my company, The Hope Chest Co., on a capital of $1,000. 
That $1,000 has increased with retained earnings to a point where it’s actually 
worth over $64,000 today. This, of course, is in addition to my own personal 
livelihood which has come out of the corporation the past 10 years. 

The important point I want to make is that my company could not have grown 
to the size it has today if I did not sell stocks and bonds in addition to this. Up to 
this time I have sold an additional $95,000 in stocks and bonds. This means 
that I have been successful in attracting $95,000 of equity capital in the Hope 
Chest organization. 

Under separate cover I am turning over to the Senate subcommittee some 
exhibits of letters, brochures, etc., that I have used in my own campaign to 
attract additional capital. There is no doubt in my mind but what many small- 
business men could attract many thousands of dollars in additional capital if 
they only went about it right and were convinced that they could attract this 
additional capital. 

In referring to proposal No. 2 above: Informing a small-business man as to 
how he can set up a profit-sharing plan which will divert some of the present 
income into nontaxable reserves and at the same time give added security to 
himself and his employees. 
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Certainly one of the greatest innovations of modern business has been the 
setting up of profit-sharing plans, This presents an additional long-term secu- 
rity to employees. At the same time sets up reserves of money that can be 
reinvested. 

Over 4 years ago we, of Hope Chest, set up a joint capital trust whereby my 
employees contribute, of which I, as president, am one, 5 percent of our annual 
salary. And Hope Chest contributes up to 50 percent of its profits (limited only 
by the fact that this cannot exceed, 15 percent of the annual salary of those 
participating in the plan). How has this helped our small business? Under 
limited and specific conditions, the Internal Revenue allows a corporation that 
has set up a profit-sharing plan to reinvest some of that money back in in the 
form of preferred stock in the parent corporation. This we have done. 

Small-business men especially need to be made aware of the opportunities 
that are open to them in this field. 'The Small Business Committee can make 
a tremendous contribution in making small-business men more aware of this 
important opportunity. 

In referring to proposal No. 3 above: A method of leasing buildings with an 
option to purchase at a particular price at a given future date, 

Just about 1 year ago today, I approached the Small Business Administra- 
tion, asking for a loan to build a proposed new building. The requirements 
were, I felt, too steep and would deplete too much of our own working capital. 
Because of this, I decided to go back to private business again and sought out 
and found someone who would build the building for us. We gave them a 
lease and secured for them an option to buy back in 10 years, at 90 percent of 
the cost today. 

It has been told to me by reliable realtors that a large corporation such as 
General Motors or Sears could not have executed a more favorable lease-back 
purchase agreement. 

I am convinced that if it had been easy for me to come to an agreement with 
the Small Business Administration, I would not have nearly as favorable an 
arrangement with them as I now have. So, you see, sometimes a Federal Gov- 
ernment is doing a service to the people when it has rather high standards. 
This encourages some of us as citizens to use our initiative to a higher degree, 
rather than to take the easy way out with our “palm up” to Uncle Sam. 

I cite this example as proof that a small-business man with a limited amount 
of capital but with some intuitiveness and initiative, can find ways to grow 
and expand despite the heavy tax burden that we all must face. 

It is the responsibility of the leader of a business to set up an atmosphere 
that is conducive toward bringing out the best production and personal initia- 
tive in his employees. I think that the Federal Government should do the 
same. America was built on the free-enterprise concept, and I personally feel 
we can accomplish far more if we'll direct some of our efforts as to how we can, 
together as a team, create more wealth for the economy, and to make our busi- 
nesses more successful by attracting additional equity capital. Let’s solve 
this tax problem by a positive enlightened self-interest approach. 

Thank you, gentlemen, for the privilege and the opportunity of bringing 
these remarks to your attention. 


Senator Humpnurey. Senator Thye? 
Senator Tnyr. Mr. Field, you have given us a very, very good 
statement, and I know something about your business accomplish- 
ment. We all admire your achievement, and we as members of the 
committee are only endeavoring to maintain our economic climate 
so a person with an idea such as yours can have that idea take root 
and develop into a fine business such as you have been able to de- 
velop. You are a very young man, you have developed an excellent 
business, and you have shown many a young man how to find his way 
into a business enterprise of some kind, and we are just trying to 
make possible a condition that will permit others to do what you have 
been so very successful in doing. 
Mr. Frevp. Thank you very much. 
Senator Humpurey. Senator Morse ? 
Senator Morse. One comment; it is very refreshing testimony. 
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Mr. Frevp. Thank you, sir. 

Mr. Sruvrs. Mr. Chairman, I have one point. You mentioned the 
Small Business Committee in your testimony when I think you 
meant the Small Business Administration. 

Mr. Fietp. Yes; Small Business Administration. You are inter- 
correlated to a degree, I presume. 

Senator Humpurey. Mr. Erickson ? 

Mr. Erickson. Just one question on your third suggestion for re- 
investment deduction. Have you given any thought to the type or 
method of such a deduction ? 

Mr. Fre.p. No, except I favor anything that you can do to help a 
small-business man retain some of the money. Ordinarily he would 
have to pay tax on it and reinvest it on some limited basis. Obvi- 
ously you are going to have abuses if it is too extreme. I think you 
can’t say. it has to be for one specific thing, but anything that goes 
in toward the overall expansion of his business, whether it be in cap- 
ital goods or even to limited amount in added inventory or working 
capital, I think it is advantageous to the small-business man. 

fr. Erickson. Do you have an opinion as to logical maximum for 
such a deduction ? 

Mr. Frevp. I don’t feel particularly qualified on that particular 
point. I think the fine points can be worked out, but at least in prin- 
ciple we are approaching in the right direction. Anything we can 
do to help the small-business man be on a better competitive basis 
with larger business, so much the better, and let’s not forget that big 
business needs little business just as much as vice versa. 

Senator Humpurey. Again you are not recommending that this be 
exclusive for the particular kind of business. This is within the 
total tax structure applying to business, the whole theory being that 
some retained earnings for purposes of investment shall be a tax 
credit. 

Mr. Frexp. Right, and certainly the added growth to the economy 
is going to benefit everyone and will pay more taxes on the more 
money we make because we reinvest it. 

Senator Humpurey. Thank you very much, Mr. Field. Very fine. 

The next witness is Mr. E. Clifford Mork, from Duluth, Minn. 


STATEMENT OF E. CLIFFORD MORK, DULUTH, MINN., REPRESENT- 
ING MINNESOTA FOOD RETAILERS ASSOCIATION, ST. PAUL, 
MINN. 


Mr. Mork. Thank you, Senator Humphrey. 

I am an independent retail food merchant, and I have a store at 
605-607 West First Street, Duluth, Minn., and I am representing the 
Minnesota Food Retailers Association, located in St. Paul, Minn. 

Senator Humpnrey. Who is the executive secretary of your asso- 
ciation ? 

Mr. Mork. Ear] F. Altow. 
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Mr. Chairman and members of the United States Senate Select Com- 
mittee on Small Business, on January 7, 1957, Senator Sparkman, 
your committee chairman, stated that+— 


The time has come when for the Congress to delay any further extending 
critically needed help to the small-business men of this Nation is to court economic 
distaster. 

In the State of Minnesota we have some 5,000 independents in the 
retail food game, and there has been a numerical loss of about 25 per- 
cent in Minnesota, and that also holds true nationally, but we still do 
about 80 percent of the business in the State. 

Concerning this fact of small business being in trouble, Senator 
Sparkman goes on to say: 

This is not news to the members of the Select Committee on Small Business. 
In its reports to the Senate, reports which have been based on careful studies 
and investigations, the committee for the past several years has tried to drive 
home the inescapable fact that our free-enterprise system has become imperiled 
by the rapid deterioration in the position of small and independent business 
establishments. 

That pretty well poses the problem of small business. 

(Query : What is the solution ? 

Well, one solution would be to simply eliminate all small business 
and thus eliminate the problems of small business—and that is the way 
things are going now. We are heading straight down the road to a 
corporate state. Needless to say, that is no solution. 

Back again to our query, what is the solution ? 

The solution of the problems of small business involves many areas 
of legislation. 

S. 11, equality of opportunity, is one of them. 

We know that was buried in committee last year, and that is not, 
in our opinion, a good way to handle legislation of this importance. 

Antitrust enforcement is another. 

There are, of course, many others—the enlargement of the position 
of SBA, simply making it a permanent situation, the possibilities and 
potent ial of it can be much greater than it now can. 

There are, of course, many others, but we are concerned here today 
with the specific problem of Federal tax: shen. Your committee is con- 
cerned with present tax legislation and proposed tax legislation ? 

Let’s look at one important phase of present tax legislation : 

First: A concentrate in the retail food field can operate a new store 
at a loss, with the unavowed purpose of driving out small independent 
business, and charge that loss against overall profits, thus reducing 
their income tax. Then, when that particular store has eliminated 
competition, they can operate profitably and go on to a new area 
where the same diabolical process is repeated. This is taking place 
under present income-tax law. Continuation of this trend must in- 
evitably hasten the reduction of competition in many market areas and 
promote the concentration of economic power. 

Of course, every red-blooded American boy can do the same thing if 
he can beg, borrow, or steal the money and has a financier type of 
outlook, rather than a buy-and-sell approach. 
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This is one inequality of Federal taxation. An individual store 
must be profitable in order to exist, the umpteenth store of the con- 
centrate doesn’t have to be profitable, at least not right away. The 
point is obvious—concentrates are not now paying their proper share 
of income taxes, as legislatively intended. 

Another instance of adverse present legislation is the ability of the 
financier type of retailer to indulge in capital-gains refuge on their 
commodity-market speculative profits. Small retail food business 
does not generally engage in commodity-market speculation. 

In engaging in futures speculation, concentrates are again avoid- 
ing paying their full share of taxes by making use of the capital- -gains 
gimmick. This is one of the reasons for the present merger craze. 
No wonder merger is synonymous w ith profit and cheap income taxes, 
The word is “merger” not “murder.” 

I have a clipping here to be inserted in the record from the Wall 
Street Journal, Friday, November 8, 1957, which clearly points 
out another very bad situation. This involves the Magic Chef Food 
Giant, who reported their earnings for the third quarter. You recall 
Magic Chef operated at a loss and it was purchased by the Food 
Giant people and of course the key line is this, “Third-quarter earn- 
ings didn’t include a provision for Federal income taxes.” Well, ob- 
viously it carried forward enough loss. There is an evasion of legisla- 
tive intent. If a concern loses money it should have a privilege of 
carrying forward a loss, yes, but I doubt very much that it ever was 
intended that companies or corporations w ould simply purchase loss 
operations and then use it to avoid paying their proper share of taxes. 

So those are just a few instances of present legislative ill effects on 
small business. The list is endless, but time is limited. 

So let’s look at proposed tax legislation. But before we do, what 
is small business? The semantics of the thing in retail food must in- 
clude at least stores that individually do up to a million dollars a 
year. And also, before we look at proposed legislation, let us con- 
sider this basic fact—there is definite need for small business to 

retain some of their earnings so that they can expand for greater 
productivity and productivity is the key to survival. 

Senator Humphrey states very clearly : 

Need is to find some relief from Federal taxation to give them—small business— 
some capital to grow on. 

Truer words were never spoken. 

Now, to look at proposed legislation : 

Enacting an all-inclusive small-business tax bill would perhaps be 
best, but in any event, legislation should be enacted that— 

1. Closes loopholes i in present laws that, in actuality, are harmful 
to small business. 

2. Enact a graduated business income tax that would be applicable 
to both unincorporated and incorporated business. S. 352 typifies this 
type of income-tax adjustment, although as presently drafted S. 352 
applies only to incorporated business. 

There is the mechanics of it; we cannot spell out details, but the 
thought is there. 

While the option to incorporate now exists, though not on a yearly 
basis, nevertheless small business should not be forced to incor porate 
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in order to come under the S. 352 proposed graduated tax table which 
says: 


If the taxable income is— The tax is— 
Not over $5,000______ ee _. 5 percent of the taxable income. 


Over $5,000 but not over $10,000_. ee $250, plus 10 percent of excess over 
$5,000. 

Over $10,000 but not over $20,000____. $750, plus 15 percent of excess over 
$10,000. 

Over $15,000 but not over $20,000____. $1,500, plus 25 percent of excess over 
$15,000. 

Over $20,000 but not over $25,000____. $2,750, plus 35 percent of excess over 
$20,000. 

Over $25,000 but not over $100,000___. $4,500, plus 45 percent of excess over 
$25,000. 

eh LAL | pe a a ieen ere _.. $88,250, plus 55 percent of excess over 
$100,000. 


To further illustrate what we have in mind, we offer table I to con- 
trast present law and proposed legislation. 

Senator Humpnrey. We will include that in this part of your testi- 
mony as part of your exhibit or your record. 

Mr. Mork. Thank you. 

(The document referred to is as follows :) 


TABLE I.—Comparison of present and proposed business income tax laws 


Effective rate Present | Proposed | 


| 
| Change 
Income subject to tax v, tax tax | he oN A eee oe 
liability | liability | 
Present | Proposed | | Amount | Percent 
law law } 
| | 
| Percent | Percent | | 
$5,000____- 30 5 | $1, 500 | $250 | — $1, 250 | —83.3 
$10,000 | 30 | 7.5 3, 000 | 750 | — 2, 250 | —75 
$15,000 30 10 4, 500 | 1, 500 | —3, 000 | —66. 6 
$20,000 30 13. 75 | 6, 000 2, 750 —3,250 | —54.2 
$25,000 30 18 7, 500 4, 500 | —3, 000 —40 
$50,000 41 31.5 20, 500 | 15, 750 | —4, 750 — 23.2 
$100,000 46.5 38. 25 46, 500 38, 250 | —8, 250 —17.7 
$250,000 49.8 47.7 124, 500 | 120, 750 —3, 750 | —3. 01 
$375,000 50. 53 50. 53 189, 500 189, 500 | Note | None 
$500,000 50.9 51. 65 | 254, 500 258, 250 | +3, 750 | +1. 22 
$1,000,000 51.4 | 53. 33 | 514, 500 | 533,250 | +418, 750 +3.6 
$5,000,000 | 61.9 | 54.68 | 2,504,500 | 2,733,250 | +138, 750 | +5.3 
$10,000,000. _. 51. 95 54. 83 5, 194, 500 5, 483, 250 +288, 750 +5. 6 
! 


This proposal would allow small business additional capital to grow 
on. It would to some extent offset concentrate tax advantages not 
now available, as a rule, to small business. In urging action along 
these lines, let us not have the kind of negative action that took place 
on March 27, 1957, in connection with the Fulbright amendment. to 
extend corporate tax rates. 

3. Permit estate taxes to be paid in installments over a period of 
years. ‘This proviso would at least tend to prevent some mergers and 
forced sales. This bill is S. 348. 

4. Permit partnerships and proprietorships to elect to be taxed as 
corporations—on a yearly optional basis. 

5. Permit taxpayers to use alternative methods of depreciation pro- 
vided by section 167 of 1954 Internal Revenue Code for used property. 

This is an obvious must for small business as quite often used equip- 
ment is adequate, for a while at least, to improve productivity. 











824 TAX PROBLEMS OF SMALL BUSINESS 


6. Permit a proprietor of unincorporated business to be treated as 
employee under qualified pension, profit sharing, or stock bonus plan. 
This permission is roughly comparable to the concept of inclusion of 
self-employed under social security. Pr oposed S. 349 is acceptable. 

Permit limited deduction for additional investment during tax- 
able year. Investment in research should be considered as an allow- 
able deduction from business income. In our field there is considerable 
research being done by particularly the types of wholesalers who are 
endeavoring to stimulate effectiveness on the part of their own 
affiliated retailers, and it is quite important to them. 

A business, corporation, individual proprietorship, or partnership, 
or self-employed person should be able to deduct from business net 
income, for tax purposes, an amount equal to additional investment 
in depreciable assets or inventory _ ing the taxable year, but not 
to exceed 20 percent of such income or $30, (000, whichever is lower. 

By “additional investment” is meant (a) the amount by which 
depreciated value of depreciable assets, as of the end of the year, 
exceeds the depreciated value of depreciable assets as of the beginning 
of the year, or (2) the amount by which cost of inventory as of the 
end of the year exceeds such costs as of the beginning of the year. 

In conclusion, it is our firm belief that action along all the foregoing 
lines is necessary if small business is to continue to serve its vital part 
in our economy, and if we are to reverse the trend of recent years 
toward ever-increasing concentration of economic power than tax 
adjustment for small business is one way of reaching that highly 
desirable American goal. 

Thank you. 

Senator Humpnrey. Senator Thye? 

Senator Taye. Mr. Mork has given us a very good statement, and 
I will say, Mr. Mork, that we have gone through ‘the first half of the 
85th Congress, and we have the latter half to consider all bills in 
committee and on the calendar. We will proceed as soon as Con- 
gress reconvenes to endeavor to accomplish much of just exactly 
what you have detailed and referred to in your statement. 

There is a need to accomplish just exactly that, to give you the 
assistance and the relief that you need as a grocerman in the in- 
dependent field. 

Senator Humpurey. Senator Morse? 

Senator Morse. It is a very helpful statement. I want particularly 
to commend you for the clarity of your explanation of what is h: appen- 
ing in the use of the Federal tax structure on the part of some giant 
concerns buying out some little fellows and using that purchase to a 
tax advantage. 

I quite agree with you that that is not within the spirit and intent 
and purpose of the tax structure. It is playing havoc in my State in 
the one industry that controls the economy of my State, the lumber 
industry. 

I will learn about it in the next couple of days, and what is happen- 
ing in my State is that big concerns are picking off the little fellows 
through taking tax advantage, and when they buy one, they close it 
down. I want to stress this, that I think it is so pertinent to what you 
have said that as Senators we have to look at the effect of business 
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ractices on human beings because free enterprise does not mean 
freedom to exploit human beings, and there can be no moral justi- 
fication for using the tax structure as you have pointed out there with 
the resulting exploitation of human beings. 

That is what the Government has to act as the policeman for. | 

I want particularly to thank you for putting your finger, I think, 
on one of the greatest abuses, that certain exploiters in American 
business are exercising the relation through great harm to the citi- 
zens because when you come in and buy a lumber mill with the de- 
liberate design of closing it down and putting — out of work and 
wrecking the economy of a community for tax benefit, Uncle Sam 
better get busy and put up a barrier. 

Mr. Mors. Thank you very much. 

Senator Humpurey. Congressman Wier? 

Mr. Wier. I was just interested in his recitation of the various bills 
that are now pending in the Senate, and you made some reference 
to 2 or 3 of the bills that reached quite far in solving a problem. I 
wonder if there is any of those bills you had in mind which par- 
ticularly interested your part of your industry. 

Mr. Mork. Yes. Your H. R. 11, I believe, is companion to Senate 
11. 

Mr. Wier. That is right. 

Mr. Mork. We know that there is terrific support for the concept 
and the general thought and intent of the bill, but it seemed like it 
can never be taken to the floor for a vote, and we are wondering— 
we know, of course, who is the problem-maker in the Senate, and we 
feel that somehow these rules of the committees that are holding 
back good legislation for an open vote of representative government 
must be changed, if it is rules that are holding back consideration 
of needed legislation. Certainly the rules of the committees are 
wrong then, if that answers your question, because it is very im- 
portant to us. 

Mr. Wier. I have received quite a few letters favoring H. R. 11. 

Mr. Mork. That is the amendment to the Robinson-Patman Act 
which, of course, brings all these in, equal rebates, discounts, and the 
papers are full of it. This same issue from which I took this—it is a 
matter of public record; nobody is hiding it; it is being done. 

Senator Humpnrery. I want to thank you for your statement and 
again for the very obvious depth of information that you have. The 
point that you have emphasized here on both the incorporated business 
being treated equitably in the tax structure is one which has been 
commented upon at length in other hearings that I have attended, 
and I am sure that as you know, under present tax law, you have the 
option but not on a yearly basis, and the Director of Internal Revenue 
regrettably hasn’t made very many clarifying decisions so the average 
businessman doesn’t dare take that option for fear he may get himself 
in difficulty with the Internal Revenue. 

I want to commend you on your statement and the exactness of your 
proposals. 

We will include in the record the Wall Street Journal item to which 
you referred. 
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(The document referred to is as follows :) 
{The Wall Street Journal, November 8, 1957] 
Maaeic CHEF-F'00op GIANT EARNINGS WERE $415,152 In THIRD QUARTER 


Sr. Louis.—Magic Chef-Food Giant Markets, Inc., earned $415,152 or 30 cents 
a share on sales of $9,050,852 for 1957’s third quarter ending September 30, 
Cecil M. Dunn, president, said. 

Earnings for the like period in 1956 aren’t comparable because this is the 
first quarterly report of the newly merged company and includes only 8 weeks 
operations of the Good Giant Markets division. Mr. Dunn attributed $294,033 
of quarterly earnings to the division, following its merger into Magic Chef. 

The Magic Chef division, he said, accounts for the balance of third quarter 
earnings. A provision was made for $52,157 for preferred stock dividends. The 
company has 1,198,490 common shares outstanding. 

Third-quarter earnings didn’t include a provision for Federal income taxes, 
Magic Chef reported consecutive losses for 4 years, from 1953 through 1956. 

Senator Humpurey. Mr. Erickson / 

Mr. Erickson. I have a couple of questions on which I would like 
to get a little clarification. Your third suggestion for permitting the 
estate taxes to be paid in installments, sir, 1 wonder if you think that 
the Government would be fair in charging interest on the amount to 
be paid by installment at a later date. 

Mr. Mork. I think that is the Curtis bill you are thinking of. 

Mr. Erickson. I am thinking of your third suggestion. It refers 
to S. 238. 

Mr. Mork. There I think we are coming again into the details of a 
bill and the mechanics of it. I am not an expert on bill drafting. I 
don’t know even how costly it would be if you charge interest or don’t 
charge interest, but just as an opinion, I would think that possibly 
interest should not be charged. I don’t know why it should be. 

Mr. Ertcxson. One further question, 

Senator Humpurey. Can I just add, the Government seldom pays 
interest to people when they are delayed in their payments. 

Mr. Mork. Right. 

Senator Humpurey. That helps a lot. 

Mr. Erickson. I am wondering. Your second suggestion for ¢ 
graduated income tax, your suggestion to permit limited deduction for 
additional investment, those ‘have often been taken as alternative 
suggestions, and I wonder, sir, if you were presented with the choice, 
where you could have one and. not the other, which you would prefer. 

Mr. Mork. Well, obviously there is some doubling up here of sug- 
gestion, but I think we qualified that in the beginning by saying that 

perhaps enacting an all-inclusive small-business-tax bill would per- 
rs be better. In any event, it should be enacted that that more or 
less takes care of these things. Obviously some will go by the board, 
but inasmuch as your committee is considering all of these and not 
knowing what the committee will ev entually do, we thought that we 
should express an opinion on all the various facets of your own con- 
siderations and then what you do with it, of course, is something that 


is 





Mr. Erickson. I understand that. 

The thing that I am wondering now, if you had to make a choice, 
which of these two suggestions that you put in here you would choose 
first, if you have an opinion. 

Mr. Mork. As against the graduated business income tax? 
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Mr. Errcxson. That is right, which you feel is more important to the 
grocery business. 

Mr. Mors. And deduction for additional investment ? 

Mr. Erickson. Right. 

Mr. Mork. Well, I think personally it would be more clear cut 
and certainly a lot less room for misunderstanding or, you might say, 
being called on the carpet for accounting of how much you did in- 
vest or did not—and I can see endless possibilities of difficulties in the 
sheer mechanics of deduction for additional investment—but if it were 
clearly stated that your tax would be, say, in the $10,000 category, it 
would be, under the new law proposed, $750 as against $3,000, well, I 
think that most of our people, particularly myself, would prefer the 
second suggestion of a graduated tax. To put it clearly, I personally 
think that the gr: aduated business income tax would be preferable to 
the other. Thatisa personal opinion. 

Mr. Erickson. Fine. Just one final thing. On your suggestion 
No. 4, which Senator Humphrey just commented on, you do feel that 
small corporations should have an election to be taxed as a partner- 
ship if they choose as well as the small partnership or proprietorship 
lav ing the opportunity to elect to be taxed 

Mr. Mork. Yes, it could be vice versa; yes, either way. Yes. If 
I did not say that—— 

Senator Humpnrey. Thank you very much. It is a fine statement. 

The next witness is Mr. David Paulson of the Jari Products of 
Minneapolis. Mr. Paulson. 





STATEMENT OF D. B. PAULSON, PRESIDENT OF JARI PRODUCTS, 
INC., MINNEAPOLIS, MINN. 


Mr. Pavutson. I am the president of Jari Products, Inc. This is a 
manufacturing corporation with from 35 to 50 employees. We sell, 
let us say, from $600,000 to $900,000 on a national basis annually, so 
I am speaking primarily from that point of view. 

I forgot to mention the address is 2938 Pillsbury Avenue. 

Now, in our case we realize that we have to pay reasonably high 
taxes in these times, and we would prefer to pay an income tax of a 
fairly high nature to other forms of taxation. Of course there is a 
limit to that, but there is a reason for that. We are a small manufactur- 
ing firm with only 1 plant and, I would say, 2 basic products. If we 
are going to have wide fluctuations in sales and profits, we would much 
prefer to pay the taxes from the profits. 

As a matter of fact, the single tax that hurts us the most and we 
would most like to see modified is not a Federal tax at all; it is per- 
sonal property tax on inventories and equipment. 

Now, I think it best to mention that here because there might be a 
possibility that the Federal Government could make certain types of 
tax available to the States and local governments would have an alter- 
nate form of taxation without having to rely quite so heavily on the 
personal property tax which in our case is apt to hit us seasonally 
hard. 

The same thing, of course, would apply to Federal excise taxes, 
due to the fact that when our fluctuations are in a downward direction, 
the excise taxes are more of a burden. 
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Now, as I mention, there is an upper limit to the income tax which 
can be borne without having some effect on the efforts of the small- 
business man. 

This question of accumulating capital has already been covered 
pretty well. I will just say that istrue. Up in the 52 percent bracket 
it does make it difficult, but I will skip over that. 

I mention the fact that we are really paying more than the 52 
percent; we are paying on the dividends, too. In the long run the 
profit doesn’t mean very much unless it is paid out to the owners of 
the corporation. 

In our case there are outside stockholders as well as officers owning 
this stock, so in the long run we are paying, let us say, overall 50 per- 

cent on our earnings of the corporation. We are paying additional 
taxes, say 30, 40 percent, and so on, on the dividends, so that we end 
up with, let’s say, 65 percent in some cases, maybe 70 percent taxes, 
which is pretty stiff. 

Now, I feel that this situation is quite different for a small corpora- 
tion like ourselves compared to a major corporation that has stock 
listed on the New York Stock Exchange. In the bigger corporations 
it is perfectly possible to reinvest money in the business, and if you 
wish to take some out, you can sell the stock, take the capital gains 
at a lower rate of taxation. 

In our case and any other corporation of our size there is absolutely 
no market for the securities so that we are barred from taking these 
capital gains, and that is the only possible way of taking earnings out, 
by paying the tax on dividends, so I feel it is double taxation. It is 
especially hard on any company which is not big enough to have secur- 
ities actually in trade. The fact that we ean only retain 30 or 35 5 per- 
cent of our earnings by the time you pay the dividend tax very defi- 
nitely is somewhat, depressing and would tend to slow expansion of 
a small enterprise. 

So I would say that the remedy would be to hold the tax rate down 
to perhaps a maximum of 30 percent so that after dividends are paid 
you still maintain at least 50 percent of the earnings. <A 50-percent 
mark seems to be rather a psychological barrier, and if you are paying 
out more than 50 percent in taxes, it just has a somewhat depressing 
effect on the average person. 

There is another | point on this fact that the securities of the corpora- 
tion are not marketable for a small company, and that is that a large 
company can pay stock options, give stock options, to their officers as 
an incentive. Basically, they can be turined into stock and sold as 

capital gains, thereby saving some tax. That option is not available 
to officers of our company due to the fact that there is no market for 
the securities. I have previously mentioned the excise taxes are not 
too desirable on the freight, telephone, gasoline, tires, due to the fact 
that they have to be paid every year whether profits are available or 
not, and small business definitely has greater fluctuation of profits 
than the big one. The freight might be touched on especially because 
we buy many component parts that have to be shipped in by freight, 
whereas some of our larger competitors are integrated and make some 
of these items themselves and don’t have to pay any freieht at all. 
That might seem like a small thing, but even if one-tenth of 1 percent 
of your sales compared as to the percentage which you actually keep 
in profits is an item to be considered. So, in general, I would say 
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that as many of these excise taxes as possible should be turned over to 
the State on the assumption that small business would be relieved in 
1 of 2 ways, either the State reimpose the tax and lift some of the 
property taxes off the small business, or they might not be reimposed 
at all. 

I would say that I feel that the overall reduction in Government 
spending would help the small-business man or benefit the large busi- 
ness. Probably 25 to 30 percent of the income of our customers is 
taken off in taxes to Washington. Now, admittedly, this money is 
spent somewhere, comes back to somebody. 

Senator Humpurey. About 65 percent of it is spent for national 
security. 

Mr. Pautson. Yes. Possibly this just applies, but I think it is a 
fact, though—— 

Senator Humrpurey. I merely wanted to point out, I know this 
constantly comes up about where the money goes, and I think we 
ought to know where it goes. 

Mr. Pautson. Well, the point I want to make is that the Federal 
Government is a large enterprise, in fact, one of the largest, and as 
such tends to buy on a large scale and this money inevits ably, for all 
their good intentions, goes to the larger corporations in this country. 
The smaller business gets a considerably smaller part. 

I might say from the point of view of a Minnesota small business, 
I think the problem is especially acute and that a relatively small 
part of the tax money that goes to Washington will come back to 
the small-business man in Minnesota due to the fact that just 65 
percent goes to the Armed Forces; it tends to be spent in other 
States. 

This point I am bringing up now, perhaps, is more psychological 
than financial, but when the month of January comes around, the 
small-business man finds himself spending a great deal of time filling 
out social security tax reports, unemployment tax reports, withhold- 
ing tax reports, and I don’t know that I have ever added up the 
exact time spent, but it seems as though you spend a good share of 
January doing that. 

Now, this is a little bit different situation for a small company in 
that we do not have the specialized electronic equipment; we do not 
have specialized personnel, so it really takes a little longer, you 
might say, than it would for a big company, and I. would perhaps 
suggest that it might be possible to make a deduction from the 
Federal unemployment insurance tax of two or three hundred dol- 
lars—the financial amount isn’t so much as the psychological effect 
that you feel at least you are being compensated for some of this 
work. 

As a matter of fact, on that Federal unemployment insurance tax, 
I don’t really see why we should be paying 0.3 of 1 percent whereas 
our Minnesota tax is only 0.1 of 1 percent. We have to have a 
reasonably good employment record so it is only 0.1 of 1 percent in 
the State of Minnesota. The Federal tax is a little out of line, so 
this deduction might offset that situation a little better. 

To sum up, I would say that the wider fluctuation in profits of 
small business would make the income tax somewhat more desirable 
than the excise taxes or property taxes, too, and the fact that there 
is no market for the security of a small business does prevent the use 
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of capital gains at a lower tax rate which puts the small corporation 
to a disadvantage taxwise. 

The double taxation on corporate profits and dividends, I think, isa 
definite deterrent to incentive, and it undoubtedly has something to do 
with the fact that some successful small businesses are sold out to 
bigger companies solely because the man wants to take the money out 
by capital-gains rate rather than paying the taxes on dividends, which 
is the only way you have of getting the money out; and that other 
point, the reduction of all Government spending, I think, would help 
the small-business man, especially in Minnesota, more than it would 
the larger companies in other parts of the country, 

One other question, of course, you might ask: Is it really worth 
while helping the small-business man? What are they really contrib- 
uting to the people of the United States? Iam only speaking of our 
own industry, which I mentioned ; we manufac pen a mower and rotary 
snowplow, and, in general, you might say we are in the lawn-mower 
and garden-tractor industry. Just aiden from this one industry, 
i would say that there are a number of small firms like ourselves that 
have been in business—we have been in business 19 years and others 
I can think of have been in business longer than that—and there is 
only one way that these firms have stayed i in business and that is by 
making a better product at a lower price, because we do not have the 
advantage of advertising, and you can readily see $700,000 a year is 
the amount available for advertising, which is negligible, so that we 
only have one way of selling, and that is making a better product at 
a lower price, and I do know certain large corporations in our industry 
that actually get away with mediocre products solely because they 
have advertising money, so, as a matter of public policy, it is very 
possible that the consumer, who is the same person as the taxpayer, 
might gain something, at least in our industry, by getting some con- 
cessions to small business, in return for which he might get a better 
product at a much lower price. 

I believe that is all of my testimony. 

Senator Humpnurey. Thank you very much. 

Senator Thye ? 

Senator Tuyr. Mr. Chairman, Mr. Paulson gave us an informative 
statement. You are a successful businessman, ‘and we are ver y proud 
of the success that you have accomplished in your field, and you do 
have a good product. I can vouch for that. Your statement will be 
helpful in the overall endeavors to come up with specific recommenda- 
tions to the appropriate committees; namely, the Finance Committee 
of the Senate, and the Ways and Means C ommittee of the House. It 
isa good statement, a v ery good statement. 

Senator Humpnrey. Senator Morse? 

Senator Morse. I think it was a very meaty statement. I don’t 
want to dwell on it, except I know you emphasized one very significant 
point you made, and that is, you are worrying about the psychological 
effect of the tax of over 50 percent. ‘That impresses the businessman, 
when he has to pay 50 percent of his income in to the Federal Treasury. 
That is why I think that legislation such as reinvestment. provisions 
ought to be carefully considered by this committee, because it would 
help knock down the 50-percent figure. Also, it would increase the 
national wealth because, as you reinvest in the economic productive 
power of the country, you increase not the wealth of the businessman 
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at all—he is just an instrumentality, really—you increase the national 
wealth of the country, and out of that increased economic productive 
power come increased tax dollars in the future. I don’t mean to be 
understood to say that I think we ought to deliberately follow a 
course that says we are not going to go above 50 percent; but, if legis- 
lation will help meet the psychological point you make—and I think 
it is very important—and at the same time strengthen national econ- 
omy, I am for it. 

Senator Humpurey. Thank you very much, Mr. Paulson. We are 
very grateful to you for your helpful statement. 

(The prepared statement of Mr. P. B. Paulson is as follows :) 


STATEMENT OF D. B. PAULSON, PRESIDENT, JARI Propucts, INc., MINNEAPOLIS, 
MINN. 


1. I am looking at the tax picture from the standpoint of Jari Products, Inc., 
a small corporation doing a manufacturing business. The officers are stockhold- 
ers, but there are also outside stockholders. 

There is no question that Federal taxes affect such a company differently and, 
in most cases, more severely than the same rates applied to a large-scale corpora- 
tion. 

2. Since high taxes are inevitable at this time, there is definitely a preference 
for the income tax for the small business as compared to excise taxes or property 
taxes. Even if the income-tax rates are somewhat high, it still is a preferred 
type of taxation. 

[ have asked other businessmen in similar companies what they think could be 
changed in Federal taxes. Invariably, the answer has come back that the 
personal-property tax on inventories and equipment should be repealed. Of 
course, that is a local Minnesota problem, but I still found that these business- 
men considered this local property tax so unfair and burdensome that they were 
hardly interested in the Federal tax structure. They felt that they would 
rather pay almost any reasonable income tax than a property tax of this nature. 

Now, | think there is a reason why small business prefers an income tax. By 
its nature, a small manufacturing concern will have far greater fluctuations in 
sales and profits than a large corporation with many products and many plants. 
The small business would prefer to pay taxes on income when it is being earned, 
and not be burdened with fixed taxes in years of low profit. 

A specific recommendation would be that the United States Government reduce 
or eliminate certain excise taxes, giving the States and cities more tax sources. 
Then these local governments would not be so heavily dependent on property 
taxes. 

3. There is an upper limit to an income tax that can or will be accepted with- 
out having a depressing effect on the efforts of the small-business man. Much 
has been said about the difficulty of accumulating capital when most of it has to 
come from internal earnings. I will go along that, when 52 percent of such 
earnings are taxed away, it isa problem. I don’t think it is necessary for me to 
go into that, since it has been covered pretty thoroughly by others. 

However, we are not in business primarily to accumulate capital; we are aim- 
ing at profits. Ultimately, to mean anything, profits have to be paid out to the 
stockholders. 

When the officers also are major stockholders, as would be typical in a small 
corporation, the tax on dividends is a big factor. By the time the corporation 
tax is paid, and a reasonable amount of earnings have been paid out and taxed 
again, somewhere around 70 percent of earnings have been taken away in taxes. 
In our own operations and in others I have known about, paying out 70 percent 
in taxes has a depressing effect on efforts of a business regardless of whether 
there is capital available or not. 

In other words, the small-business man, like ourselves, might well ask himself 
whether it is really worthwhile reinvesting in the business. He risks 100 per- 
cent loss, but he can only keep around 30 percent of earnings. I am sure that 
this situation has some influence in slowing expansion of small enterprises. 

The remedy would be to hold the corporation-tax rate down to perhaps 388 
percent. Then, when part of the earnings are paid out, the stockholder would 
still be getting around 50 percent of the earnings. That 50 percent seems to 
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be important, psychologically. The average person starts to lose interest in 
earning money when over 50 percent goes to taxes. 

I think it is very possible that this double tax on dividends and corporate 
earnings does not have exactly the same effect in a big corporation, since often 
the officers of a big corporation do not own much stock in the company. 

4. This matter of paying tax on both corporation earnings and dividends has 
a different effect from another point of view. There is no market for the 
securities of a small company. Thus, a stockholder cannot sell off part of his 
stock in order to take a capital gain. In the same way, a stock option does not 
do the officers too much good, because they cannot sell the stock for a capital 
gain. Therefore, taxwise, the stockholders and officers of a small company do 
not have the same tax situation as a stockholder in a big company with listed 
stock. 

This is just another indication that there is considerable justice in having a 
lower corporation-tax rate on smaller corporations. 

5. Excise taxes on freight, telephone, gasoline, tires, tend to be a greater 
burden to the small business. Freight is especially a burden, since the large 
integrated company does not have any freight on the items they make them- 
selves, whereas the smaller company generally buys component parts from 
other areas and pays a tax on the freight. 

My recommendation would be to eliminate most excise taxes, turning them 
over to the States. Small business would benefit in two possible ways. Either 
they would be relieved of taxes in years of low earnings, or, if the States re- 
imposed the excise tax, they might be relieved of even more burdensome taxes, 
such as property taxes. 

6. An overall reduction in Government spending would help small business 
more than large business. When 25 to 30 percent of the income of our cus- 
tomers is siphoned off to Washington, it definitely hurts sales. Now, it is true 
that all the money that goes to Washington is spent somewhere. However, the 
United States Government is a large-scale enterprise and buys on a large scale. 
Big business gets the larger part, inevitably. Furthermore, a certain portion 
of this remains in Washington for administrative purposes. 

I think it is a fair statement that a very small part of the Federal taxes that 
are taken out of Minnesota comes back to the small-business man of this State. 

7. Social-security and unemployment taxes, as well as withholding taxes, are 
more of a burden to a small company. It is the paperwork that is the burden. 
A small company does not have the specialized equipment or personnel to do that 
kind of work as fast as a big office. I would recommend a flat deduction up to 
$300 for every company from the annual Federal unemployment-insurance tax, 
to compensate for the paperwork done on these taxes. 

8. To sum this up, I would like to emphasize a few of these points. 

(a) Wider fluctuations in profits make an excise tax more burdensome to small 
business, plus the fact that these taxes may be a greater proportion of costs, 
especially in the case of freight. 

(b) There is no market for the securities of a small business. This prevents 
the use of capital gains at a lower tax rate. Hence, there is a justification for 
a lower corporation tax on small corporations. 

(c) The double taxation of corporate profits probably deters the small-business 
man from expansion more than the big corporation. 

(7d) Overall Government spending by the United States Government hurts the 
small-business man more than the big one. 


STATEMENT OF BOYD R. F. DE MALIGNON, ALBERT LEA, MINN. 


Senator Humpurey. The next witness is Mr. Boyd R. F. de Malig- 
non of Boyd and Jack’s, Inc., at Albert Lea, Minn. 

Before you testify, I have other letters from Albert Lea. Were you 
going to present those ? 

Mr. pE Mauienon. Well, we weren’t entirely sure, Senator, about 
that. I brought 2 more letters, 12 copies of each, along with me, 
hoping that these could be entered into the record. 

Senator Humpnrey. Yes, indeed. Iam very pleased that you have 
done so, and each one of them will be made a part of the record as 
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if it were separate testimony. You can make those available to us. 

Thank you very much. 

I am inserting at this point letters from the following: Sanders 
Drug Co.; Drug Supply, Inc., Mr. L. M. Hendrickson being president ; 
Mr. H. J. Speier of Johnson Laundry Co.; and Mr. J. E. Donovan of 
Donovan's, Inc., all from a very progressive and enterprising commu- 
nity, Albert Lea. 

We will make them a part of the record at this point. 

(The documents referred to are as follows :) 


Boyp & JAcK’s, 
Albert Lea, Minn., November 11, 1957. 
UNITED STATES SENATE SELECT COMMITTEE ON SMALL BUSINESS. 

JENTLEMEN : Because we feel that small business as such must work at some- 
what of a disadvantage in competition with big business in that financing is 
higher priced and more difficult we feel that we should have some advantages 
taxwise. To keep up with the modern trends it is necessary to reinvest a large 
portion of our earnings after taxes, into the business. We feel that small business 
should be allowed to set aside a small portion of its earnings before taxes for 
reinvestment in improvements, remodeling and other necessary capital invest- 
ments. Inthe event that the funds so set aside were not used within a reasonable 
time they could then be taxed at the excess profits level. 

We understand that with the present expense of Government that we cannot 
conscientiously ask for a cut in taxes but we feel that a revision in the methods 
of figuring taxes along the lines above should be made. 

Yours very truly, 
30YD DE MALIGNON, President. 


SANDERS Drug Co., 
Albert Lea, Minn., November 12, 1957. 
UNITED STATES SENATE SELECT COMMITTEE ON SMALL BUSINESS. 

GENTLEMEN : Income tax rates for small businesses, such as corporations, are 
such that it becomes extremely difficult to pay all the operating and overhead 
expenses with State and Federal income taxes up to 60 percent additional taken 
out of profits before dividends may be declared, leaving little or nothing for 
business promotion and expansion. 

In order to alleviate the tax burden and to give the small business a better 
chance, we like to propose a change in the present income tax law. 

We are now paying 30 percent tax on the first $25,000 of profits, or $7,500. 
A change from $25,000 to $50,000 in the 30 percent bracket would give the small 
business an additional $5,500 for expansion and plant improvement. 

Kindly give this proposal your consideration. 

Very truly yours, 
N. Vere SANDERS, Secretary. 


Drua Suppty, INC., 
Albert Lea, Minn., November 12, 1957. 
Unitep States SENATE SELECT COMMITTEE ON SMALL BUSINESS. 

GENTLEMEN: We of the small business community have had, as you know, 
many problems that are inherent in such an enterprise, and are fully aware that 
they are a part of our obligation. We also fully realize that there is an obliga- 
tion upon us to fulfill our part in the community in which we operate, the State 
which grants our charter, and to the Federal Government for the many services 
it provides. 

There is, however, one particular avenue of relief, as I see it, to somewhat 
lessen the aforementioned burdens in the field of Federal taxation. Fully 
appreciating the necessity of taxes for the affairs of Government, we respectfully 
petition to have an adjustment in the imposition of the surtax gn net income to 
preclude this surtax on amounts of net income under $100,000. This would 
provide for the acquisition of a surplus necessary for growth and expansion 
as well as equipment for modernization and lowering of the costs of doing busi- 
ness. 

We sincerely appreciate your attention to our request. 

Respectfully submitted. 

L. M. Henpricxkson, President. 
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JOHNSON LAUNDRY Co., INC., 
Albert Lea, Minn., October 29, 1957. 
SENATE COMMITTEE ON SMALL BUSINESS, 
Minneapolis, Minn. 

DeaR Sir: With reference to the present tax structure and codes, the hard- 
ship on small business as it applies to us is the difficulty of retaining earnings 
for modernizing equipment and expansion of the operation. 

For instance, at present it takes at least $25,000 to install a flatwork ironer 
and folder. With the small retained earnings of the corporation this is al- 
most an impossibility ; it represents more than 2 years of our total depreciation 
and naturally it isn’t the only equipment in which we must invest to stay even 
with the board. This is only one example of the need of finding some way to 
help us retain some of our earnings for modernization of our business. 

Another problem is that of getting anything other than salary into the hands 
of the owners of family or closely held corporations without submitting to 
double taxation which, on the basis of the size of the retained earnings, makes 
it inexpedient to do. 

Anything that can be done to relieve these and other conditions which make 
it so tough to operate local service businesses will be appreciated. 

Very truly yours, 
H. J. SPEIER. 


DONOVANS, INC., 
Albert Lea, Minn., November 11, 1957. 
UNITED STATES SENATE COMMITTEE ON SMALL BUSINESS, 
Minneapolis, Minn. 

FENTLEMEN: Among the many problems that we of small business have to 
face are two which we believe could be remedied by legislation. The first of 
these is our heavy burden of Federal taxes on top of our State and local taxes. 
This taxload makes it impossible for us to maintain our working capital. This 
shortage of cash forces us to delay the installation of modern machinery and 
the use of new techniques beyond the time when we know we should have them. 
Therefore we soon find ourselves unable to compete. It has been suggested that 
the first $5,000 net income be exempt for small business. We believe this to be 
fair as small business has fewer ways of securing capital than have the larger 
corporations. 

The second problem that small business faces is just that we have too much 
government. The average small-business man does not have an elaborate ac- 
counting system and must make out the numerous Government reports himself. 
In our particular case we have reports and inspections from Internal Revenue, 
wage and hour, unemployment insurance, feed inspection, seed inspection, State 
industrial inspection, interstate commerce, Federal Food and Drugs, Govern- 
ment census reports and many others. We should like very much to see some 
of these reports simplified, and some of them eliminated altogether. 

We appreciate this opportunity of presenting some of our problems to you. 

Yours truly, 
J. E. DonNovAN. 


Mr. pe Mauienon. Thank you, Senator. 

I would like to start out by saying that we discussed this in a 
meeting of quite a few of the business. people in Albert Lea and the 
various letters have come up with somewhat different ideas, but I 
think that they all refer to the same problem in essence. 

We feel that small business must work at somewhat of a disad- 
vantage in that financing is more difficult and more expensive, and 
we feel that we are working at somewhat of a disadvantage in com- 
petition with big business. “Tam with Boyd & Jack’s, Inc. We have 
a supervalue store, a food market. We think it is one of the better 
ones, and we are continually faced with an absolescence factor in our 
business that is very detrimental to us. We went through a building 
program in 1949 that cost us $155,000. That had to be paid for out of 
profits after taxes. I realize that a certain amount of that may be 
written off as depreciation, but before we can get out of debt on that, 
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we were faced with a remodeling job that cost us $170,000, done just 2 
years ago. This is merely keeping abreast of the times. The food 
business is changing fast. 

It is very much like other small businesses. If we are going to 
compete with the large chainstores, which we are doing, we have to 
keep abreast of things, and we have to keep up. 

Our thought was this, that perhaps somehow we could set aside a 
yortion of our earnings before taxes to be reinvested into the business, 
rather than have all of our excessive replacement costs come out of 
profits after taxes. This could be set aside as a reserve, and in the 
event that it was not used properly or within a reasonable length of 
time, could then be taxable in that future current years, within 2 years 
or 5 years or whatever the thing might be, with reference to the type 

of business it might pertain to, that this reserve set-aside, where not 
used to plow back into the business, could at a future date be taxed at 
an excess-profits rate. 

We realize that the Government needs tax money. I don’t think 
anybody in their right mind is going to try to say cut his taxes or 
“We want something for nothing.” We are not going to get it. We 
know that our present economy is an expensive thing. We know de- 
fense is expensive; we know the Federal Government needs money, but 
because small business does work at somewhat of a disadvantage, we 
feel that we perhaps should have some sort of relief along this line. 

Senator Morse. May I interrupt at that point ? 

Senator Humpnrey. Go right ahead. 

Senator Morse. I would like to ask the witness if you have studied 
this point enough to satisfy you that over a period of years—let us 
take a 10-year per iod, and let us take small-business tax—over a 10- 
year per iod that provision of reinvestment allowance into the business 
would in all probability result in more tax dollars into the Treasury of 
the United States over that period of time because of the fact that 
increased productivity of the business would result in greater earnings 
when calculated over a 10-year period ¢ 

Mr. pe Marignon. Yes; I would say that it would. 

Senator Morse. And it is on the basis of that proposition that you 
people in small business are recommending this reinvestment principle. 

Mr. pe Matianon. That is right. 

Senator Morsr. All I want to say is, upon the basis of such studies 
being submitted today, taking into mind unforeseen conditions as to 
what may happen to the whole economy of the country, but going on 
the assumption of a constantly expanding economy and a goood econ- 
omy, I think you are absolutely right, and I think it is a ‘position to 
which you are entitled. 

That ee 
Mr. pe Maricon. I might say that one of the tax people advised 

me th: it “sauahinn to be constitutional could not be granted to small 
business as such. However, if this were in the form of an exemp- 
tion or a percentage of profits with a certain amount of limitation 
that applied to all business, it would be more effective relatively on 
small business, so that it would in effect be a thing for small business 
even though we realize it would have to apply to all business. 

Senator Humrnrey. You would have a cutoff point or a percentage 
limitation. 
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Mr. pe Marieon. Yes. It would work a good deal on the same basis 
as your personal exemptions would. I mean personal exemption is a 
flat given amount. Perhaps to a man with a million-dollar income 
that means nothing, but to a man who makes almost slightly over the 
exemption it means a lot. So it would be more fitting for small busi- 
ness in that way, and this privilege of reinvesting could be worked 
out, I think, to the adv antage of small business. I am not a tax man; 
I am not a legisl: itor. I know there are a lot of pitfalls in this sort 
of thing. There are a lot of stumbling blocks in there. But I do feel, 
and the other men with me in Albert Lea in discussing this felt, there 
could be something to allow us to retain a proportion of our profits 
to plow back into the business. 

That completes my statement. 

Senator Humpnrey. Senator Thye? 

Senator Tuyr. The other question is, when you are speaking about 
plowing back, you, of course, realize the depreciation on your invest- 
ment that is in your building, your equipment. 

Mr. pr Maricon. Yes. 

Senator Tarr. However, your replacement costs are so much higher 
than what your original investment actually was that your depreci la- 
tion allowance as the equipment and the plant was de ‘teriorating and 
being depreciated off is not sufficient to compensate for the cost of 
your expansion or the new facilities that go into your plant, like 
refriger: ation and other needed equipment in the grocery business, 
Therefore, your depreciation allowance is meager in comparison with 
the cost of detention. 

Mr. pe Maricon. That is very true, especially in the food business. 
I know I have about 15 compressors that have been running for about 
2 years in my place there. 


Senator Tuyr. They will need extensive repairs in the very near | 


future. 

Mr. pe Maricon. They have a normal life and a logical deprecia- 

tion rate, I would say, of somewhere around 10 to 15 years. I have 
used them 2 years, and perhaps I will get another year out of them, 
and then, because of an obsolescence factor—that is, we are doing 
things differently—those machines are perfectly all right, and I have 
no right to depreciate them any faster than I have, but they will 
be discarded, and there may be some salvage value. 

Senator Ture. Your replacement cost will be far in excess of what 
that original cost you. 

Mr. pe Maricon. Yes. A large part of the cost of this equipment 
is installation, and when you take it out again you have lost it. 

Senator Tuyr. That is why your plow-back would be very beneficial 
to the continued expansion and the possibility of an expansion in your 
business and in your type or in the average type of business. 

Mr. pe Maricnon. That is correct. 

Senator Ture. We heard some testimony yesterday in Chicago 
somewhat on that same basis. It is impressive, and it needs to be very 
carefully studied. It has merit; there is no question about it. 

That is all, Mr. Chairman. 

Senator Humpnurey. Congressman Wier? 

Mr. Wier. No questions. 

Senator Humrnrey. First of all, I want to commend you for a very 
constructive and helpful suggestion and the entering of your testimony. 
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The other point is that in a situation where you need credit, the 
smaller firm works in contest for credit with a larger firm with better 
collateral and either doesn’t get the credit or has to pay a higher rate 
which is a competitive disadvantage. 

If they are able to retain earnings under some kind of formula that 
could be worked out, then you release the additional credit, you leave 
the full credit pool "available for others and at the same time give 
yourself as a small-business man an opportunity to use earnings for 
expansion purposes. 

I thoroughly agree with the sentiments that have been expressed here 
by my colleague, Senator Morse, as he discussed it with you in your 
testimony. 

On this point of trying to work out some kind of formula for retain- 
ing earnings, a portion of them for constructive -apital-improvement 
purposes that lend themselves to productivity and better and more 
efficiency, that seems to be the one suggestion around which most busi- 
ness people seem to center their thinking. 

I think it has genuine merit, and I want to commend you and the 
Albert Lea group for emphasizing it. 

Thank you very much. 

The next witness is Mr. Haakon Larsen, of the Moorhead Chamber 
of Commerce. 

Mr. Larsen, we are happy to see you. 


STATEMENT OF HAAKON LARSEN, PRESIDENT, LARSEN HARDWARE 
CO., INC., MOORHEAD, MINN. 


Mr. Larsen. My name is Haaken Larsen. I am president of the 
Larsen Hardware Co., Inc., Moorhead. 

Senators, since receiving notice of this hearing I made it my busi- 
ness to talk to other businessmen in Moorhead. In fact, we have had 
7 conferences of all the way from 3 to 8 men, lumbermen, restaurant 
men, filling-station men, grocers, anything else, and so I believe that I 
fairly w ell represent the business section of Moorhead. 

I understood that the hearing was to be very limited, and so we have 
prepared what we have decided to present here in more or less capsule 
form, a very short statement. We have left out all of the individual 
pets which you always get and have taken the positive idea of most 
of us. 

Now, we are real small-business people, and we sometimes wonder, 
with all due respect and apologies to the Senators possible, if the 
Senate Small Business Committee isn’t thinking more in terms of the 
half-million to the million- and five-million-dollar corporations rather 
than those like me who employ, say, 50 to 500 people. 

Senator Tuyr. Mr. Larsen, if I may interrupt and with the concur- 
rence of the committee members here, I want to say to you, we are 
thinking of you as the individual in just one pair of shoes and on up 
to and throughout the entire Nation’s economy, because the success 
of you in your respective business is going to reflect in the success of 
the wholesaler, and then the man who makes the product or manu- 
factures it for the individual retailer. So, as one member of the com- 
mittee—and I think I can speak most emphatically for all—we are 
concerned with you just as the individual in that one pair of shoes 
right on up to the other hundreds. 
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Mr. Larsen. Thank you, Senator Thye. I might say that perhaps 
our opinions in ‘this respect are gained more from what we read in 
the daily papers than from what actually 

Senator Morse. Oh, never make that mistake. 

Senator Humpnreyr. Mr. Larsen, I can tell you that my idea of 
small business hasa wide range. I agree with that statement, for I was 
born and raised above a drugstore, and if you ever goto Huron, 8. Dak., 
stop in at Humphrey’s Drugstore. We need the business right now. 

Mr. Larsen. We are, of course, as I say, thinking about the people 
with maybe 4 employees, the store along the street, the restaurant, the 
fellow with 6 or 12 employees. In our town I suppose that there is 
probably $1 million business there. There may be 8 or 10 quarter- 
million-dollar businesses, but there are probably 150 of the smaller 
type of business I am talking about. 

Now, I would like to say one thing about corporations: My own 
particular little business—and that is what I am most familiar with— 
isacorporation. It has to be a corporation because at one time when 
we needed capital we had some borrowing to do, and we got into 
that, and since that we haven’t been able to get out of it, so we are 
incorporated. 

I heard 1 or 2 of your witnesses talk about this before, keeping in 
mind this small business, we aren’t even thinking about the 50 per- 
cent. We are thinking about the 30 percent, but in our little cor- 
poration what little profit we do when we make any, first we take 
30 percent off for corporation income tax—and there is no exemp- 
tion—and then the little dividend I must pay 22 or better percent on, 
so we get up there close to that 50 percent, and frankly, that hurts 
small corporations, and so for that reason we put into our statement— 
and by the way, do you wish me to read that statement here, may I 
ask ? 

Senator Humpnrey. Is that the one from Mr. Holsen ? 

Mr. Larsen. He signed it. 

Senator Humpeurey. Why don’t you just discuss it with us, and we 
will make the statement a part of the record as it is written, the 
statement as prepared, and it will be entered in its entirety. 

(The document referred to is as follows :) 








STATEMENT OF ROLLIE G. HOLSEN, PRESIDENT, THE MOORHEAD CHAMBER OF 
COMMERCE, MOORHEAD, MINN. 


The following observations are the consensus of opinion of a large group of 
Moorhead, Minn., businessmen. 

The primary cause of small-business failures and lack of capital investments 
is the exorbitant tax in its various forms. 

Small businesses must have relief from this heavy burden if it is to survive. 

(1) We are particularly concerned with that segment of small-business men 
with a net income less than $25,000. This group is hurt by the present tax 
structure. This applies to individual proprietorship, partnership, joint venture, 
and corporation. 

(2) The problem is entirely a matter of rates. Twenty-two percent on taxable 
income for individuals and 30 percent on small corporations, with no exemption, 
is unrealistic. We favor a gradual regression of rates somewhat in line with 
House bill H. R. 9119 introduced by Hon. A. S. Hurlong, Jr., of Florida, and 
House bill H. R. 6452 introduced by Hon. Antoni N. Sadlak, of Connecticut, par- 
ticularly on taxable incomes up to $25,000. 

(3) If a corporation of 10 or less stockholders or a family corporation earning 
less than $25,000, give them the opportunity to file a partnership return if they 
desire. The double taxation resulting from small-corporation ownership is really 
severe. 
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(4) Capital-gains tax: No tax to be levied on the first $25,000 used in trade or 
business to encourage capital investment. 

We would also reserve the right to have Mr. Haakon Larsen add to this state- 
ment at his appearance before your hearing on November 13, 1957. 

Mr. Larsen. That is exactly what we are thinking about, the small 
corporations. We can’t undo this thing. We have to be incorporated. 
That is why we put in this clause, that if a corporation of 10 or less 
stockholders—we are trying to hold this thing down. We realize, of 
course, that the Government needs the money, the same as I do and you 
and everybody else, and we aren't trying to get out of taxes. We are 
trying to live with them, and so we have suggested limitations on 
these small corporations. We say 10 or less stockholders. What we 
really have in mind is a family corporation, which is what we have, 
for example. 

Senator Tuyr. Would you, if I may interrupt, like to pay on a 
partnership basis 

Mr. Larsen. Yes, sir; that is exactly what I am coming to. 

Senator Ture. The fact is, there are bills proposing exactly that. 
Unfortunately we didn’t get it this past session. I am hopeful we can 
in the coming session. At least, I can pledge my undivided effort to 
that question. 

Mr. Larsen. Thank you. That is just what we are coming to, to 
give these corporations an opportunity to file as a partnership if they 
desire ; in other words, the same as if you file as an individual or jointly 
with your wife. 

Now, then, you may talk about exemptions, and we ruled out sug- 
gesting increased exemptions because of the fact that we again are 

thinking that the Government must have money, but we do think that 
the matter of rates is the important item there, so that when we say 
here 22 percent of taxable income for individuals, 30 percent for small 
corporations with no exemption, it is unrealistic. 

We have made some study of what I understand is House bill 
No. 9119 introduced by Representative Herlong of Florida, and I 
believe there is another bill, No. 6452, introduced by Antoni Sadlak 
of Connecticut. We are particularly interested in those 2 bills up to 
the first $25,000. With all due respect to the gentlemen who occupied 
this seat just previously to me, we haven't gone quite to that type of 
operation. We haven’t in these meetings frankly invited those peo- 
ple because we more or less consider them big business. We admit 
that they probably need relief just as we do. 

Senator Hu mpHrREY. What you are saying is that you believe in 
the graduated tax principle. 

Mr. Larsen. That is right. 

Senator Humpurey. And you want the graduated tax principle for 
the corporation up to a certain figure. 

Mr. Larsen. That is right. 

Senator Humpurey. But you also want the option of either being 
taxed as a corporation, a closely held corporation in the instance you 
have outlined, or a partnership or individual proprietorship, is that 
correct ¢ 

Mr. Larsen. That is right. 

Senator Humrnrey. I think that has been the body of a great deal 
of testimony we have had. 
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Mr. Larsen. We think if the rate of taxation of small business can 
be lowered, we don’t think there is so much need for Government 
loans. 

Senator Humenurey. I think you are right. 

Mr. Larsen. I think the average man would rather stand on his own 
feet. 

Gentlemen, I think that is all I need to say here. 

Senator Humrurey. I want to thank you very much, Mr. Larsen. 

Mr. Wrer. I would like to ask my Larsen a question in view of 
his comment. I think he represents a position and in connection 
with the chamber of commerce and the small business, of which we 
are aware, and from the few comments would you go so far as to say 
that in your opinion, as the Internal Revenue Act is written today 
with the income tax of big business—and I am talking about business 
over 500,000 a year—would you say that there is discrimination 
which favors the possibilities of big business to benefit as against 
small business benefiting under the present act ? 

Mr. Larsen. I per sonally am inclined to think so. Now, I might 
tell you, and I think that you gentlemen, Senators, Representatives, 
will be interested in this: I drove out to the Rotary Club yesterday 
afternoon with one of my neighboring businessmen and happened to 
tell him that I was going down to this hearing today. He said, “Why 
do you waste your time going to that ?” 

I said, “I don’t think it is wasting time.” 

He said, “The rich man writes the laws anyway.” 

Maybe you should have that comment. 

Senator Humpurey. Well, he may have a point there, that we have 
had undue influence, believe me. But I want to tell you something, 
Mr. Larsen. The fact that you have come here and that you have 
come here after consultation ‘with a large number of your associ: ites 
in the business field in Moorhead is one of the most encouraging 
developments I have noticed, and I notice this is happening all over 
the country. Men like yourself have consulted with other business- 
men and come in with a body of recommendations, and the recom- 
mendations are sensible, they are fair, they are constructive, and all I 
can say is, while every Member of the Senate isn’t getting a chance to 
hear these, believe me, there are 13 Members on the Senate Small 
Business Committee, and we more or less pull together. I don’t think 
I have seen very much conflict of partisanship or interest in that 
group, and 13 may not be 96, but we can put up a big scrap. You 
would be surprised, and we might do you some good. 

Senator Ture. Mr. Larsen, here is the committee report from this 
same committee, select committee, dated June 8, 1953. This report 
was compiled then after some similar hearings to what we are holding 
here and this became a report which many and many a legislative 
member referred to. You will find some of the tax reforms as written 
at that time were passed because of the strong recommendations that 
came out of the information obtained in the committee hearings in 
1952 and reported in 1953. 

No; you are rendering your community a service, and that is the 
only reason we are here. 

I am sure that all 3 or 4 of us members could find a more pleasant 
place to visit this morning, even though this is pleasant. 
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Mr. Larsen. Please understand, I just thought it might be of inter- 
est to you to know what some people think, and you probably do that 
anyway. 

Senator Ture. You go back and tell your associates we said you 
rendered a service for the community of Moorhead. 

Senator Humpnrey. We cast our vote for you, Mr. Larsen. 

The next witness is Mr. Robert C. Olson, of the Flour C ity Brush 
Co. of Minneapolis. 


STATEMENT OF ROBERT C. OLSON, SECRETARY OF THE FLOUR 
CITY BRUSH CO., MINNEAPOLIS, MINN. 


Mr. Orson. Larsens and Olsons—you have a lot of Minnesota peo- 
ple around here. 

Senator Humpurey. That is good solid stock. We like that. 

Go right ahead. 

Mr. Otson. I have submitted a 10-minute statement, and I under- 
stand there is no particular point in my sitting and reading it; is that 
right? Would you like me to elaborate on it a little bit ? 

Senator Humreurey. Why don’t you give us your personal observa- 
tions about your statement. We will make it a part of the record as 
if it were read personally here. 

Mr. Oxtson. The statement is broken down into some various cate- 
gories here. 

The first one says $25,000 as your tax exemption is, in my estimation, 
too low, and why I think so and that it should be raised to $100,000. 

The second one points out how difficult it is for a small company 
like ours to buy, say, a $5,000 piece of equipment and that we have to 

arn something over $10,000 in order to pay the tax and have $5,000 
left with which to buy the piece of equipment. 

Senator Humpnrey. How many employees do you have? 

Mr. Ouson. We have about 140. 

Senator Humpnrey. That is a pretty much a year around basis, is 
that correct ? 

Mr. Otson. Pretty steady, that is right, not very seasonal. 

The third point in here mentions how we have considered it advis- 
able and necessary to pay dividends. We have about 40 stockholders, 
most of whom are employees, and we have considered it advisable to 
pay a dividend, and how difficult it is to pay the tax and pay the 
dividend and have any money left over after we are through with it. 

I wonder if I could just take an example that is pretty close to 
home, some figures that are approximately right. 

We have a profit margin down there of about 5 percent, and our 
sales are $214 million a year, so at that rate we make $125,000, and that 
is a lot of money. 

I would like to give you an example of what happens to that $125,- 
000 in an awful hurry. 

Senator Humpnrey. You mean the example in a hurry or what 
happens to it ina hurry / 

Mr. Orson. No, what happens to it ina hurry. 

The first thing that happens, of course, is that simple arithmetic 
will show us under present tax laws the Federal Government will take 
about, $60,000 of it. This isn’t the Federal Government’s worry, but 
the State of Minnesota here takes about 5. That leaves us 60. Our 
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dividends cost us $25,000 a year, and at that point the Federal Gov- 
ernment steps in again, and the State governme nt steps in again, and 
that takes what we will figure out to $6,000 and 25, and that leaves the 
corporation about $35,000. 

1 would like to emphasize those proportions, that of our $125,000 
the State and Federal Government have got between 70 and $75,000, 
and the stockholders, as a reward for their investment in the com- 
pany for a presum: bly prosperous year have $1,000, 

The company has left about $35,000 with which it is supposed to 
grow and provide more jobs and be a better company next year than 
it was this year, and that $35,000 actually in most years is no more 
than enough to cover the costs of inflation that we have with us in 
most years. 

In other words, we have to have that $35,000 to stay just about 
where we were the year before. Even without inflation that $35,000 
would probably provide 7 or 8 more jobs next year than it did this 
year, and that is not.growth. That isn’t, I don’t think, what the peo- 
ple in this ee nn ene want a small business like us 
to do, to grow to the extent of 7 or 8 people a year, but that is all we 
can do. 

I think it would be proper to compare a company like ours to, say, 
a small boy. He wants to grow. He wants to grow up to be a mai, 
to be strong, and I think the rest of the people want him to grow up 
and bea man. The Government wants him to grow up because when 
he grows up he will be tougher and stronger, and he can stand a pretty 
good socking then for the money that the Government needs with 
which to operate. But what we are doing instead is that we are tak- 
ing that little fellow, and we are smacking him good and hard right 
now. Weare not even giving him a chance to grow up. That isn’t 
good for any of us. We are not giving him a chance to get big and 
employ a lot of people and to pay big taxes. Weare hitting him hard 
when he is little and he never will get big. 

Those probably reflect my general thoughts. Do those bring on any 
questions on the part of any of you gentlemen / 

Mr. Wier. I would like to ask, what would you do if next year is 
a bad year? What would you do the third year if next year is a bad 
year? You had $35,000 this year. 

Mr. Otson. Of course that is our worry. I am talking about prob- 
ably an average to a good year in these figures I am using. 

This 5-percent profit margin that I say we operate on, I think if 
our banker was sitting in the room, he would disagree vehemently 
with me for talking on that basis, that it is too thin. A good, strong 
wind would come along and blow us over. 

Mr. Wrrr. It looks like there should be a completion provision of 
the act in the oo. yeal 

Mr. Orson. I don’t want to sound like I don’t think our company 
is a good, solid substantial company because they are. They have been 
in business for 40 years, and we have made a little money every year, 
so I am not concerned about the company. 

My concern is the fact that I don’t think we are able to grow any- 
where near as fast as we are capable of, and the reason for it is limited 
financing because the money is all going right out of there. 

Senator Humpnrey. Your company is typical of many companies. 
Mr. Otson. I am sure it is. 
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Senator Humrnurey. There is no doubt about that, a good solid 
company working on a thin margin. 

Mr. Orson. Sure, exactly. 

Mr. Wier. I was wondering whether he is going to get the $5 - 
for replacement of machinery ‘if he is only able to save $35,000 a yea 
out of that large volume of income. 

Mr. Orson. That is just exactly what happens. We have to sit and 
decide what to do with the $35,000 and do it. 

Senator Humpurey. Senator Thye ¢ 

Senator Ture. That is a good statement. 

Senator Humpurey. Senator Morse ? 

Senator Morse. I would like to make this comment very quickly. 
Yesterday we had testimony from Senator Douglas, who is not only 
one of the greatest economists in Congress, in my opinion, but one 
of the 10 greatest in the country. Your 5-percent figure is very in- 
teresting compared i in hight of his testimony because it bears out his 
testimony. He was pointing out what the average typical profit 
margin of so-called small business is compared with the larger con- 
cerns, and it is about half. Yours is even a little lower. 

Mr. Orson. What figures did he use ? 

Senator Morsr. His figures, as I recall, were better than 11 percent 
for the big ones and between 5 and 6 for the little ones. It is a very 
interesting figure. 

My counsel tells me that it was 14 percent for the larger ones. Yes, 
T recall now, he said almost three times as much was ‘his testimony. 
He had it thoroughly documented. He was using businessmen’s refer- 
ences, Dunn & Bradstreet, Wall Street Journal, and it is very sig- 
nificant. 

We must come to grips, I think, with that problem if we are to face 
this legislative obligation that is ours. 

Mr. Wier. He starts out in big business with the volume of business 
done but winds up in small business with the net profit. 

Mr. Orson. That is right. 

Senator Humenurey. Thank you very much. 

Mr. Errcxson. Mr. Chairman, I wonder if I might ask one ques- 
tion. 

Senator Humprnrey. Yes. Mr. Erickson would like to ask a ques- 
tion. 

Mr. Ertcxson. Your second suggestion in your written statement 
provides for a reinvestment deduction, sir. I wonder if you have any 
idea or would care to give your idea of what maximum should be 
permissible in such a law or in such a section of the law. 

Mr. Orson. I put down here $5,000, or I wouldn’t see anything 
wrong with $10,000. It would mean quite a bit to a small business 
like us. I use an example of having to earn over $10,000 to have 
$5,000 left to buy a piece of equipment. If this exemption was 
$10, 000, we would buy twice as much, in other words, with the same 
money as we can now. 

Mr. Erickson. Using your own example of your own company, 
$35,000 which you have left went back into your panies for this 
year, out of your last year’s profits, and you feel that $ $5,000 or $10,000 
of that profit that you turn back to your business should be allowed 
as a deduction from this year’s taxes, is that correct ? 
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Mr. Orson. Well, that wouldn’t exactly—we would have to start 
the example all over again. In other words, if we had this exemption, 
we would have, instead of $35,000 left over, $40,000 or $45,000 left 
over at the end of the year, isn’t that the way it would work out? 

Mr. Errcxson. That is what I say. If we were to start the provi- 
sion this year, actually you would have the $35,000 from last year. 

Mr. Orson. That is right. 

Mr. Erickson. The part you reinvested, and actually you feel out 
of this year you ought to get a $5,000 or $10,000 investment deduction. 

Mr. Orson. Yes; I think that would be a very helpful thing. 

Senator Humpnrey. Isn’t this one of the ways to lick overhead 
costs? One of the things I have found, discussing with business peo- 
ple here in the Twin Cities—I have had a number of private and in- 
formal discussions with them—is that this inflationary picture we are 
going through is, of course, greatly due to overhead costs. 

Mr. Orson. That is right. 

Senator Humpnrey. The only way they tell me to beat it is to im- 
prove their efficiency and productivity. 

Mr. Orson. Better machinery. 

Senator Humpnrey. And modernization, and the problem is very 
obvious that the big concern can earn 14 percent gross, and you can 
earn 5 to 6, and you are both going to go to the same bank to get a 
loan. 

Mr. Orson. Who is going to get the loan ? 

Senator Humrimrey. Who is going to get the loan? You don’t have 
to go through Harvard to figure that one out. 

Mr. Orson. That is right. 

Senator Morse. As long as I raised the point, would you permit me 
to read a few sentences out of Senator Douglas’ statement of yester- 
day? I think it will reinforce your testimony. 

Profit rates of big manufacturing enterprises are much higher than those for 
small business. The reports for the 5% years 1951-56 show that concerns with 
assets over $100 million averaged 12.8 percent profit on investment after taxes. 


The corporations with assets of less than a quarter of a million dollars averaged 
only 6.9 percent. The differential between these profit rates is growing. It was 


only 2.5 percent in 1952, 11.8 percent and 9.2 percent; and it was 9.1 percent in 
1955, 14.6 percent as compared to 5.5 percent. 

So, as he said, it is almost three times as much. 

Mr. Ouson. I didn’t come up here to argue against big business, but 
that says the big ones are getting bigger and the small ones smaller. 

Senator Morse. I said in my opening statement one is dependent on 
the other, but I am not going to run away from facts as to differen- 
tials and the resulting injury that I think the tax structure is doing 
to small business. 

Mr. Orson. Yes. 

Senator Humpurey. Thank you very much, Mr. Olson. 

(The prepared statement of Mr. Robert C. Olson is as follows :) 


STATEMENT GIVEN BY Rospert C. OLSON, SECRETARY, FLour Crry BrusuH Co., 
MINNEAPOLIS, MINN. 


I am Robert C. Olson, secretary of the Flour City Brush Co., Minneapolis, 
manufacturers of brushes and related items. Our total employment, including 
the branch plant which we operate in Los Angeles, is approximately 140 people. 
Our annual sales volume is approximately $2,500,000. Our net worth is approxi- 
mately $500,000. The business was established in 1913 and has enjoyed a steady, 
moderate growth since that time. 
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I am attempting to break down my remarks into four separate categories, each 
of which cover a problem with regard to taxes which directly affect our business. 
They are as follows: 

First. The $25,000 surtax exemption presently in effect is entirely too low. 
There is an implication in the setting of this figure that earnings over the amount 
of $25,000 are either excessive or put us into the category of big business. Under 
any standards which might be applied our company is certainly a very small 
business; yet if our annual earnngs were as low as $25,000, we would not even 
have a good excuse for staying in business. We believe that the members of this 
committee would agree that a profit of 5 percent of our sales dollar would be a 
minimum profit figure for a business of our nature, below which it would be 
dangerous to drop. Even at this very moderate profit goal, sales of $2,500,000 
per year would require an annual profit before taxes of $125,000. 

Although we are in accord with the theory of a normal tax being applied to 
corporate profits, even in a small corporation such as ours, we feel that a tax 
of 52 percent on a good share of our earnings is practically an unbearable burden 
for a small corporation such as we are and that this surtax exemption should be 
raised to $100,000. 

Second. Provision should be made for a small business to invest some of its 
earnings in new equipment each year, to enable it to grow, without having to 
pay a high income tax on these earnings “ploughed back” or reinvested in the 
business. For example, at the present time, in order for our company to purchase 
a new piece of machinery for $5,000, it is necessary for the company to earn a 
little over $10,000, pay the Federal Government a tax of a little over $5,000 and 
then take the $5,000 we have left and purchase the piece of equipment. This 
proposal could be accomplished by allowing all corporations, both large and 
small, to deduct 100 percent depreciation on the first $5,000 of expenditures of 
retained earnings for new equipment during any one year, and, accordingly, 
would not be discriminatory in favor of small business. It would, however, 
permit the expansion and growth of small businesses by enabling them to make 
capital expenditures up to this amount without the burden of a heavy tax in 
doing so. 

Small businesses must depend practically exclusively on retained earnings to 
accomplish growth, as outside investors are not particularly interested in invest- 
ing in unmarketable stocks or securities. Accordingly, the growth of our small 
businesses, which is so vitally necessary to our economy, is hindered and slowed. 

Third. The present system of double taxation on dividends results in Federal 
taxes ending up with about two-thirds of every dollar of corporate earnings which 
are used to pay dividends. The present personal exemption allowance on divi- 
dend income does no more than scratch the surface toward a solution of this 
problem. 

In our own company, for example, we have seen fit to encourage the ownership 
of shares of stock among employees with the result that stock ownership in our 
company is now participated in by about 40 stockholders, most of whom are 
employees of the company. In encouraging this stock ownership among em- 
ployees, we feel it is necessary for the corporation to pay a dividend on its stock, 
which, at the moderate dividend rate of 5 percent, results in a $25,000 dividend 
“bill” per year. To pay this $25,000 in dividends, the corporation must first earn 
something over $50,000; then assuming an average individual rate of 25 percent, 
the stockholders end up with approximately $19,000 and the Federal Government 
with approximately $33,000 out of $52,000 of corporate earnings. 

From the standpoint of the corporation, interest on borrowed money is as it 
should be—deductible as a current expense; whereas interest to stockholders in 
the form of dividends can be paid only after paying high income taxes. Or, from 
another standpoint, money paid by the small corporation to its employees as 
wages and salaries are, of course, a currently deductible expense ; whereas money 
paid to its employees as dividends must have a high tax paid on it. 

All this results in making it extremely difficult for a small corporation to pay 
dividends on its outstanding capital stock, a practice which certainly is a basic 
principle of our corporate economy. These difficulties could be overcome by 
the extending of a tax credit to corporations for earnings distributed in the form 
of dividends, either 100 percent up to a certain amount, or a certain percentage 
on all dividends paid. This should then result in corporations being in a 
position to pay higher dividends, thus resulting in there being greater incentive 
for investment in corporate stocks, and at the same time increasing the Federal 
Government’s tax income from individual taxes to make up for the loss in revenue 
in corporate taxes. 

97385—58—pt. 2——-17 
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Fourth. The general theory of the bill known as the Sadlak bill is one which is 
sound and constructive and one which should be a part of the basic tax thinking 
of our legislators. It also provides answers to the problem of loss of tax rey- 
enues in the proposals outlined above. If our many thousands of small busi- 
nesses are released from burdensome tax policies which hinder their growth, 
it should result in a relatively short time in expansion of these businesses to a 
point where any immediate loss in tax revenues would be more than made up. 
If our Federal governmental expenditures can be held at no less than, but also 
at no more than, their present levels, and the economy encouraged to expand 
through, among other things, wise taxing policies, required tax percentages would 
go down over the vears in a healthy fashion. 

I appreciate this opportunity to present my views and thank the committee in 
advance for their consideration of the above. 

Senator Humpnrey. Mr. T. D. Donlin, St. Cloud, Minn. 

Go right ahead, Mr. Donlin. 


STATEMENT OF T. D. DONLIN, VICE PRESIDENT, THE DONLIN C0., 
ST. CLOUD, MINN. 


Mr. Donurn. Gentlemen, I would like to echo a little bit of what 
has been said here previously, and I wanted to do that in my state- 
ment, and I will go over it hurriedly. 

We find that from our experience all our profits have been used up 
largely by the degree of inflation that we - ave found and plus the 
fact that we have continuall y reinvested our profits in the increased 
inventories and little improveme nts around the AN .ce, and one fellow 
mentioned here that he has enough profit here to make a new building, 
and we would love to do that, but we haven’t got there yet. 

Lately our profits have been used up by our competition, and we 
welcome that type of competition, a good type of competition, although 
we do rect a little bad when we run into things occasionally like 
co-ops and the situation like the grocery men mentioned. 

Another thing they are going to be hit hard b vy In our business and 
where we feel vulnerable is by estate taxes. We are going to have a 
en in our working capital and will liquidate some of our in- 

entory in order to get that cash to pay our estate taxes when they 
come due, and I hope the -y don’t come due for awhile. 

That will in turn reduce the employment in our business, and we 
have some alternatives—we can either sell out, as one gentlemen men- 
tioned this morning, or we ean merge with larger companies, 

Now, in discussing this with other gentlemen around the St. Cloud 
area, I found one fellow with a very serious alternative, that he is 
almost forced to merge in order to get his small company into what 
he calls marketable assets, or in other words, a stock that is marketable. 
With his own small company in order to meet the estate taxes which 
may be coming due and to stay away from the forced liquidation sale 
of his stocks, that may have 3 be done. So that 1s a very serious 
problem, and I think the estate tex does discourage the lumber situa- 
tion that you speak of, Senator Morse, out in the west-coast area. 
Our business is lumber, too. We buy from them. 

Another thing to think about is that the majorit; vy of tax derived 
from our business—and I have found that this is generally true—is 
derived from its emp oy ees, and in the case of this double taxation 
on dividends and the income of the company, it is a serious problem, 
and it drains capital which we need, and the reinvestment—we have 
been forced to consider the idea of going to our employees to get some 


mo. 
of 
dor 
it 
ent 
has 
is t 
bus 
‘I 
yet 
eno 
hav 
I: 
He 
ine 
tha 
S 
mo! 
inve 
add 
\ 
but 
was 
doe: 
The 
We 
and 
100 
on | 
J 
this 
and 


this 





at 
e- 


ip 


ile 
us 
al- 
2. 


ac] 
is 
mn 
m, 
ve 
ne 





TAX PROBLEMS OF SMALL BUSINESS 847 


money. Normally an entrepreneur gets the money by reinvestment 
of his own income in addition to the income of his business, and I 
don’t know what kind of an effect that is having on the business, but 
it spreads the ownership among the employees, and I think 
entrepreneurs in some places have found success, and in others there 
has been no success, but anyway, in a small business the main principle 
is that the reinvestment comes from the owners and operators of that 
business. ‘They realize the need for it. 

The higher income people of our business, which isn’t very high 
yet—I hope it gets high some day—have a devil of a time saving 
enough to put back in the business. If they get any dividends, they 
have not much left over to put back in. 

For that reason [ would like to speak in favor of the Sadlak and 
Herlong bills which one gentleman mentioned here, in that as you 
increase your income you should be able to save something out of 
that for investment. 

Sure, some guys will spend it foolishly, but the majority of that 
money from reduced taxes in your higher brackets will go back into 
investing in the business or in a business somewhere and will create 
additional employment and jobs for increasing population. 

Now, we are not tax experts, and we can’t tell you how to do it, 
but there are plenty of them around, and I noticed Otto Christenson 
was sitting over here this morning, and we like the work that he 
does very well. He represents Minnesota Employers Association. 
The Ni ational Association of Manufacturers are very good people. 
We believe in what they are work ing for. The chamber of commerce 
and ihe National Federation of Inde pendent Business, and there are 
100 trade associations that are willing to give you gentlemen advice 
on how to do some of these things. 

These people are looking to the best interests of the element of 
this country which makes it great because they are the entrepreneurs 
and the growers of this country. So, gentlemen, I wish to submit 
this staten ent sincerely and thank you kindly for your indulgence. 

Senator MPrREY. Thank you very much, Mr. Donlin. 

We doi inte your statement and your observations on it. 


Senator Thve ? 


Senator ‘Tryn. Mr. Donlin, we are neither tax experts nor are we 
those that Imow all the answers. You are helping us to find the 
answers. Your comments help by stating exactly what your prob- 
lems ar 


W ve do you fabricate? Isit in lumber such as 

Mr. Donirn. Yes, millwork; that is windows and doors to you. 
Senator Tirye. That is what 1 mean. You fabricate the window 
frames, the doors, and so forth. 

Mr. Donut. T hat is right. 

Senator Ture. That isthe nature of your work. 

Mr. Donturn. That is via and I would like to echo just a little 
bit 8 words of Mr. Olson, I think it was, up here just before me. 

We make our profits during the year, and if we have not reinvested 
that orofit , Senator, in our business, we would be down; and, instead of 
the 35 employees that we are maintaining, our business would be down 
to 5 or 6 employees. 

We would go backward. 
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Senator Tarr. You must keep abreast with new machines and new 
methods. 

Mr. Doniin. And new methods. 

Senator Toye. And techniques. 

Mr. Donurin. And all the new things that go with it. 

Senator Toyz. Thank you, sir. 

Senator cimmppliney has left the chair. 

Senator Morse? 

If there are no further questions, thank you, Mr. Donlin. 

(The prepared statement of Mr. T. D. Donlin is as follows:) 


THE DONLIN Co., 
St. Cloud, Minn., November 7, 1957. 
SELECT COMMITTEE ON SMALL BUSINESS, 
United States Senate, Washington, D. C. 

GENTLEMEN : From our experience in and operating a small business, we find: 

(1) Profits are used up by necessary increased investment in the business; 
(a) technically better products, equipment, and services and more of them; (b) 
the degree of inflation which we have seen in the past 15 years; and (c) com- 
petition (which we welcome). 

(2) Small business is hit hard by estate taxes when they occur: (a) reduces 
working capital; (b) liquidates working assets ; and (c) reduces employment in 
the affected business. 

(3) The majority of tax derived from our business is from its employees. Re- 
investment which comes largely from the business and its owners increases 
employment. 

(4) The higher income people of our business (2 at $10,000 per year, and 2 at 
$7,000 per year) have difficulty saving enough of their income to invest any 
helpful amounts. This limits the activities of our business to those which we 
ean finance, subsequently limiting the revenue to our governmental agencies 
by the amount the business could possibly earn with (a) additional employment, 
(b) additional income of business itself, and (c) additional income to individual 
employees. 

We are not tax experts, but we do find reinvestment as affected by taxes has 
a tremendous effect on the economy. May we refer the committee to the work 
of and spokesmen for Minnesota Employers Association, National Association 
of Manufacturers, chamber of commerce, National Federation of Independent 
Business, and numerous trade associations. 

These associations we believe are looking to the best interests of that element 
of the American economy which has made it the greatest in the world. 

Sincerely, 
THE DONLIN Co., 
H. M. Sova, 
Vice President. 
T. D. Dontin, 
Vice President. 

Pertinent information: Donlin Co., manufacturer of millwork (35 employees) ; 
profit after tax, 3 percent on sales; 1946 net assets, $55,000; 1956 net assets 
totaled $191,000; average annual profit after tax and return on investiment, $10,- 
000; profits and return on investment have been reinvested, still short of capital. 


Senator Ture. The next witness will be Mr. Kermit Wilson, of 
Minneapolis. Mr. Wilson, you may proceed in whatever manner 
you prefer. 


STATEMENT OF KERMIT WILSON, SICO MANUFACTURING CO., 
MINNEAPOLIS, MINN. 


Mr. Witson. I have spent quite a bit of time preparing a statement 
which you people have up there. I would like to read it so I don’t 
get too far afield. My approach might be just a little bit different. 

My name is Kermit Wilson. I am 42 years old—this is important, 
for it means that I graduated from high school in 1934. I have 
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worked manually and continually from 10 years of age—1926—to 
the present time. I have been the principal, or 1 of 2 principals, i im 
the formation of 3 age successful businesses, and 2 not so success- 
ailures are important to my testi- 
mony. My company is ‘ piehtlle a member of the United States 
Chamber of Commerce, the National Association of Manufacturers, 
and the National Federation of Independent Businesses. I am not 
a tax expert, a politician, or an intellectualist—I am a businessman. 

Currently I own all of the stock in 1 of the 3 successful businesses 
[ just mentioned above—Sico Manufacturing Co., Inc. It is a small 
business. We have 30 employees. We do about $1 million volume 
in sales, operating in 48 States. This business started in 1952 “from 
scratch,” actually not even having a product, but an idea for a 
product. 

Senator Tirye. Will you describe what you manufacture? 

Mr. Wuson. We manufacture a special rolling folding piece of 
cafeteria equipment for schools, for developing these multi- -purpose- 
room areas, and it is an invented, developed product of our own. 

This venture was started with my own capital. 

I had no rich uncles, aunts, or for that matter, close friends that 
were rich enough and generous enough that they could augment my 
savings. 

All financing beyond my own equity had been with a discount com- 
pany, and now cur ‘rently, for the past 3 years, with the First National 
Bank of Minneapolis. 

It is not my intention to discuss subjects of adventure capital, debt 
financing, tax, surtax, or other academic statistics and facts that have 
already been well aired—referr ing to Senator Douglas and these other 
comments that have come up so far. They have been well discussed 
and can be mechanically calculated by those who know more about 
the actual statistics than I. 

I am one who makes these statistics and lives in the results of the 
statistics. One other statement that 1 want to make, is that I feel it 
is an honor to pay taxes. 

I come before you with anxiety and trembling. This is partly be- 
cause I have never been at such a hearing before, and partly because 
of my lack of statistical knowledge on the minor details of politics 
and of the economics involved—but, more than anything else—my 
anxiety is because of the anticapitalistic mentality so widespread and 
so fostered by our contemporary, elected representatives. I will con- 
fess that I am even frightened by the fact that many of my fellow 
friends in business seem to have knowledge of the current facts but 
a knowledge without understanding. This is shown by a reluctance 
to get to the bottom of our illnesses, the willingness to t: ake an aspirin 
as for a headache; an aspirin which is less likely to upset the sensual 
experience of prosperity. It is as if we are finding ourselves in an 
era of panem et ene and circuses—as it was called just 
before the fall of the Roman Empire, a parallel period to our own 
times, and pertinent to this hearing. 

In addition to these anxieties—and I don’t mean anxiety in the 
sense of a cringingness or a fear, but anxiety in its challenging 
aspects—I come here with a great sense of futility—I heard that ex- 
pressed a while ago—a feeling as if I want to say, “Let them do as 
they want, I'll succeed in spite of what our Government does, certainly 
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not because of what it does.” The predicted disasters certainly won't 
come in my time, and may not even come in my children’s time, but 
I do feel they are inevitable. 

This futility is based on certain byproducts of the fact. that our 
capitalistic system has brought a high degree of social equality—which 
is most certainly something we all aspire for—a people’s capitalism 
broadly owned and the benefits broadly owned and the benefits 
broadly shared. But, this has brought on a wish to shift personal 
and individual responsibility for all phases of life to our elected 
officials, and then the elected officials in turn, wittingly or unwittingly, 
have shifted that ee, to one official, the President of the 
United States, be he Harry Truman, President Eisenhower, or come 
who may, to the point th: ss we do in fact have a peculiar type of one- 
man government—this is pertinent to the issue that we have, because 
it means that the issues can be personalized. This brings on the mass 
government, necessary to take care of all of our ills—our elected 
official’s speeches and motives then must and do ad: apt themselves to 
mass hypnotism—c contemporary talks and speeches for a large part 
are for emotional impact—not for their content. This is the reflec- 
tion I have on the things that concern me as a small-business man. 

This sense of futility makes me ask, “How do you take issue with a 
lump in the throat?” Facts and legitimate ideologies often have 
tough going against emotional arguments. Fellow small-business 
men, don’t be taken in. 

We find ourselves with not a two-party system. We rationalize 
that we are broadminded, we are for or against an individual. 
Ideologies, doctrines, no longer are great struggles. The struggles are 
between men who personalize our issues. Even here at this hearing 
it is my temptation to take that same position I have been mentioning 
and personalize the issues of this hearing, a position of looking out for 
my particular interest—the popular, but wrong thing to do. 

‘Now, to apply this philosophy, all of which to this point may seem : 
negative philosophy, and I hasten to assure you I mean only to use 
negative terms for the purpose of stating positive fact 

It is my understanding that this hearing is to famailinrind us, small 
business, with various relief measures already proposed in Congress, of 
which our Senator Humphrey is cosponsor of five measures. Further, 
it is to receive the testimony from us, who are small business. 

Senator Humphrey was out when I went over the first part, and I 
say, when I speak of small business, we have 30 emplc yyees, as that 
may come up in your mind as I make these statements here. 

Against. the background of futility that I have just outlined, I wish 
to make the followi ing statements. 

Economic growth as I have found it is: (1) A function of capital; 
(2) a function of opportunity: (3) a function of people. 

If this is so, and I have said that I believe it is so, I do not sub- 
scribe to discriminatory taxes in any form. It should not even be 
necessary to investigate to whom it discriminates in favor of or against. 
To discriminate in my favor today puts in motion the identical ma- 
chinery that may discriminate against me tomorrow. The fact that 
there are taxes is not the important thing—it is a privilege to pay 
taxes I have said—the danger is in the fact that it is possible to have 
such legislation, legislation that discriminates. The very idea that 
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taxes are a means of redistributing wealth, or accomplishing anything 
other than raising funds for Government functions should be unaccept- 
able to any American. I, for one, am not ready to willingly barter my 
freedom from authority for sec urity or prosperity in my ‘business or 
for special favors. By this I am saying I don’t subscribe to the very 
principle of the Small ‘Business Administration, to its program, to any 
panacea-tax program that would give one gr oup an advantage to 
another’s disadvantage. 

In saying this, I recognize and acknowledge that the Small Busi- 
ness Administration per forms some very import: int functions in rela- 
tion to small business. Just one example is that the SBA can help 
small businesses that are in outlying areas and that don’t have the 
advantages of being close to large commercial banks. I am aware 
the large banks don’t like to go out from the cities ver y far. I would 
like to ‘Interpose here, we have had no trouble obtaining bank finane- 
ing. Weare undercapitalized, thanks to our tax laws, ‘yet, so. long as 
we operate like a busmess, I expect to get good treatment from the 
banks. 

Now, back to the functions that make for economic growth, and I 
listed three—functions of capital, opportunity, and people. 

Skipping over capital, 1 would like to come to the matter of 
opportunity. 

Business is not just bricks and mortar as civil-service employees 
working in a Washington bureaucracy may believe—and this is not 
said in a derogatory way. cares is created by the people; 
the Government creates nothing. The Government may stifle and 
rechannel, which it had not ought to do, but which some of the ] pro- 
posals of our junior Senator would do; and the third element I men- 
tioned, people, people are definitely a function of economic ee 
there is little creative work the Government can do here. The No. 
thing that I mentioned was capital as a function of growth—that “te 
been expounded several times—and it certainly is not created by the 
Government. The Government may consume capital, but certainly 
it does not create it. Capital is created by retained earnings, both 
corporate and individual. 

On this last point of capital being created by retainment of earn- 
ings we may all agree, but here is where we part company, for it 
is proposed that there be legislation based on a division, big business 
and small business. Everything I pick up reads big business and 
small business. 

Immediately I am confronted with the question of “What is a big 
business and what is a small business?” Recently I heard two fellows 
testify about the division of stockholders. In my case I am one stock- 
holder. Is it based upon wig ng’ And many would base it on 
earnings. In that way I am big business and Studebaker-Packard 
is small business. Is it bas a on the number of employees? In that 
case IT am small business, but so is a huge refinery. Is it based on 
capitalization? Then Studebaker-Packard Corp. is big business and 
I again am small business. No, any discriminatory method is dan- 
gerous, illogical, and just intrinsically wrong—surely it is anticapi- 
talistic mentality in action or socialism or, more truthfully, a mass 
equating, emotionally playing a group against group by men keen 
to this contemporary, fast-becoming historical, trend. 
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Senator Humpurey. You don’t see any legislation that discrimi- 
nates, do you, when you have a proposal say ing you may have retained 
earnings of $5, 000% That is for big and little alike. Is that dis- 
criminatory? I think the discrimination is a figment of imagina- 
tion, and I don’t know of any tax bill, on any gr aduated base or any 
proposal, that has been made that discriminates. It only says that, on 
the first amount of money, so much money, you be taxed at this rate; 
the next amount of money shall be at this rate. That means whether 
youare bigor little. Youall get the advantage of it. 

Mr. Wuson. That is true, but, as I say, I am not a tax expert, and 
I want to make a very careful point of that. I ae e my feelings, that 
come to me from what I see and I read, and as I see graduated-tax 
proposals being proposed and weigh them os some very definite 
proposals which I have seen, which I will mention here, that do not 
make an issue of giving certain advantages to a smi all segment of us— 
and I am among those when I say “among us”—that will soon come 
back and hit us like a boomerang as we grow a little bit bigger; in 
other words, a delayed time bomb, call it, “when there are other w ays 
of doing it. It creates a lot of concern. 

Another point that I have said here that I think is important 

Senator Ture. If you don’t mind the interruption at that point, 
what I have been trying to pick up here is what are you going to rec- 
ommend as something that is better than what we are at the present 
time administering, and, if you have that, then you have rendered a 
great service to me as one member of that committee. 

Mr. Wuison. What I have is nothing new to add. 

Senator Tuyr. We haven’t endeavored at any time to do other than 
to be just in all the legislation that has been enacted. If we have 
found that the enacted legislation has had the effect of being of bene- 
fit to one group and a discrimination for another group, we want to get 
to that and change it, amend it, and that is why we are here t: aking 
testimony, and, if you can make a suggestion, you are going to help us 
just a lot this morning. 

Mr. Witson. That is what is very encouraging and why I am happy 
to have this opportunity to say this. After all, as I say, I am one of 
the people; I am one of the small business; I cert: ainly qualify on that. 
If that is the reaction and the thought and the feeling I have, it has 
to be reckoned with. I have it. I know others who have it and do 
not want to put it in these words for fear that they are going to dam- 
age some advantage, a farm program for business, you might say. 

After all, for sloceaiiion we might get, we might be giving up some- 
thing that might come our way, of adv antage to me, and again you 
have put your finger on it, Senator Thye, in this way, that I am talk- 
ing about attitude or a spirit or a ment: lity more than statistical 
facts, and I was careful to say at the beginning, an attitude, a spirit, 
a feeling that I pick up that causes a fear that you can’t reach out 
and touch; you can’t take hold of it. 

If I go on with this, I believe I can answer the question that you 
have asked at the very end here; in fact, that is the next paragraph I 
had here, that I do have in mind, as mentioned before, really to 
help small business, big business, individuals, our whole economy, and 
I feel it is important I make this testimony. You want to know what 
we are thinking, what is my attitude on it. This is what I think 
about it, and that is, our whole economy and even more basic to 
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and this is the basic thing—we can have all the laws we want, 
we can do all the things we wish. I know, in the selling srogram, 
selling a product like ours, we can do all the things we want, ut, until 
the customer decides he wants to part with the mone , we have not 
accomplished anything. It is what is going on in his mind. It is 
right, but without his money we don’t sell the product; likewise, if 
we don’t have confidence e, and I say this program I am about to suggest 
is the biggest thing to instill confidence in the future for those who 
are the creative force in Americ: a, and that is the Herlong-Sadlak bill, 
H. R. 9119. 

Senator Humeurey. Isn’t that the graduated-income-tax bill ? 

Mr. Wuson. It isa play on words. It could be called a graduated- 
income-tax bill. I suppose all of our tax bills are, if we want to use 
that word. Admittedly, there is no emotional appeal in this bill; 
it does not lend itself to the mass hypnotism we have been experiencing, 
not just recently, but for a 20-year period. That is why I gave you 
the dates of my graduation from high school and my interest in these 
subjects, because I think it has an important part to do with the 
feelings that I have grown up under and where I formulated my 
opinions. 

It has no discriminatory relief to either corporations or individual 
taxpayers, as against such suggestions which are politically popular, 
like a $100 exemption to all taxpayers—and it should be explained 
why I pick that out, because I am an individual taxpayer, too, but I 
also realize it would remove 5 ,600,000 taxpayers from the tax rolls, 
add fuel to inflation, cause a creat deficit in our Federal financing, 
and do little real good to the taxpayer who has already received the 
greatest consideration in the matter of taxes. 

A gradual reduction, as in the Herlong-Sadlak bill, does not 
jeop: ardize our current Government or its income. That, I think, is 
important. I repeat it twice; that I believe it is a privilege to pay 
taxes, and this does not jeopardize our current Government’s income. 
It is responsive to national emergencies, big and little. It does give 
relief in the area of creative capital. It is basic, sound, and intrinsi- 
cally equitable. I urge you all to acquaint ‘yourselves with the 
Herlong-Sadlak bill. It isa bipartisan bill. It is a small-business 
bill. The fact that it may be a big-business bill, too, does not arouse 
me in the least. Small-business needs help, but it needs basic help, 
help that gives a feeling of confidence, of feelings, ideas, and ideologies, 
which is what keeps things going—the same help so-called big- 
business needs; the laws that; govern ‘must be based on logic and not on 
political expediency. Discrimination of any kind must be removed, 
or even the attitude of discrimination. 

Here is one other small point I would like to close with, which I 
think is immensely important, not today, not the next 10 years, prob- 
ably, but, after all, we are all part of this history going around. 

Errors of small business need not be subsidized, nor should the 
errors of big business be subsidized. We do need an atmosphere of 
understanding cooperation, and laws and ideologies that are legiti- 
mate. The legitimacy—who determines that ?—of all acts and insti- 
tutions rests on one factor, time. Those that endure over long pe- 
riods are legitimate. Those that are expedient, the opiate of the 
moment, or seem logical at the immediate moment, are not necessarily 
legitimate. 
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These few moments probably are wholly inadequate to treat so com- 
plex a group of issues. It is a cause well worth giving a life for. 

It may sound like an emotional approach, but I meant it to be ex- 
actly that, because I think it is a cause worthy of giving a life to, if 
necessary. 

That concludes the statement in the briefest form I could put it. 

Senator Humpurey. Senator Thye? 

Senator Tye. I have no further comment. 

Senator Morse, I want to say to this witness, I love his frankness, 
his individualism. I say I would seriously question whether he would 
hold the same point of view if he was in the Senate committee seat and 
had to face up to the facts we have to study in regard to the American 
economy and the application of economic laws of the economy. I 
seriously doubt whether he would make the same recommendations, 
but I am glad to have them in the record for my consideration. 

Senator Humpnrey. Congressman Wier ? 

Mr. Wier. No questions. 

Senator Huwpurey. I associate myself with the freedom of expres- 
sion. Itis very refreshing. Thank you, sir. 

Mr. Wirson. Thank you very much. 

Senator Humpurey. Mr. Charles King of the Delano Granite Co. 


STATEMENT OF CHARLES KING, SECRETARY, DELANO GRANITE 
WORKS, DELANO, MINN. 


Senator Humrnrey. I believe this is the company that says, “Don’t 
rush; don’t beinahurry. Wecan wait.” 

Mr. Kine. That is right. 

As Senator Humphrey has advised you, my name is Charles King, 
and I am secretary of the Delano Granite Works of Delano. We also 
have a branch plant at St. Cloud, Minn. Delano is 30 miles west of 
Minneapolis, and we have about 1,386 people. St. Cloud, where our 
other plant ts, is 65 miles north of Minneapolis and had a population 
of about 98,0000 in 1950 and has not grown much since. In Delano, we 
employ about 157 people and approximately 19 people at St. Cloud. 
We don’t consider ourselves as a very small business, but we consider 
ourselves as small business. What I am representing is the viewpoint 
of our particular firm, and therefore, we would like to express our sup- 
port or our concern over specific legislation that has been entered. We 
are as concerned about the tax situation as any small or medium busi- 
ness could be. Our ideas as to what can be done fall into two general 
patterns. 

First, we believe that the addition of “gimmicks” or “gadgets” to 
the already complicated and involved system of preferenti: al treatment 
to certain industries or businesses will not solve the problem. It only 
gives preferential treatment to one group making for a situation where 
other taxpayers, individual or corporate, have to make up the differ- 
ence. We recognize that in some isolated instances pets rential treat- 
ment to encourage additional investment is ‘ustified : but, generally 
speaking, all business and industry is in the same position—if prefer- 
ential treatment is given to any segment, that segment is then in posi- 
tion to expand or further dev elop their industry. 

We believe that what is needed is some tax relief, or incentive, for 
all business—small, medium, and large. 
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Thus, we see little merit in a bill we are informed has been intro- 
duced that would extend benefits of rapid depreciation to purchasers 
of used equipment. True, it would occasionally help some company 
or business. But how often does the average moran or small 
business buy much secondhand or used equipment? Perhaps once in 
10 years, and then only in small amounts. We feel it is not an answer 
to the general tax problem of all small businesses as we consider small 
business. 

Senator Humpurey. Excuse me, Mr. King. You say you are op- 
posed to that. 

Mr. Kine. We are not opposed to it; no, sir. 

Senator Humpurey. I want to get the record clear. 

Mr. Kine. We have nothing against it, sir. We don’t see that it 
has any great value, and we don’t see that it is a solution to what we 
feel is a teriflic problem of small business with the tax load we are 
carrying. 

Senator Humpurey. I think everyone would agree it is no solution. 
I just wondered whether you were interested in the equity of the situa- 
tion, as a person who buys new equipment is permitted to get a rapid 
depreciation program, but a person who buys used equipment that 
may be used 25 minutes must go on the old schedule. Do you thik 
there is anything wrong in having that kind of equity? 

Mr. Kine. We don’t see anything wrong with it. We question as to 
how much of that there is. 

Senator Humrurey. Well, I mean, you are a citizen of this State 
and two of your Senators are here. Both of us are interested in this 
proposal. ‘There has been a lot of talk about it all over the United 
States. I want to find out. You represent, I believe, or are affiliated 
with the Minnesota Employers Association ; is that correct ? 

Mr. Kine. Yes, sir; we are members of that organization. 

Senator Humpurey. I don’t know whether you are testifying for 
the group or not. 

Mr. Kine. No, sir. 

Senator Humrurey. I wanted to find out whether or not you were 
opposed to a bill which has been introduced in the Congress to pro- 
vide for rapid depreciation on used equipment. 

Mr. Kina. No, sir. 

Senator Humepurey. Are you for it? 

Mr. Kine. We don’t see much merit in it. 

Senator Humpnrey. How would you vote on it if it came up if 
you were in my position? How would you vote? 

Mr. Kine. I would vote for it. 

Senator Humpurey. Good, thank you. 

Senator Ture. At that point, Mr. King, in order to just clinch that 
question, you may not, in that heavy granite polishing work that you 
would be engaged in, resort to secondhand equipment but thinking 
im the terms of a machinist or some sort of a little fabricating plant, 
operated by a small crew, oftentimes they find it greatly to their 
benefit to buy secondhand equipment because of their volume and the 
nature of their work in comparison with the big, you will say, foundry 
or millwright machine operation, where they want to bring in the 
latest type of equipment. We have found a great number that have 
said, “If I could have the same depreciation on tools to retool my plant 
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with secondhand equipment thatI would if I had bought new, I would 
be on my feet relatively soon,” and that was the reason the bills have 
been introduced. 

Mr. Kine. There is another bill pending that would entitle proprie- 
tors of unincorporated business to tax-exempt pension or profit-sharing 

lans. This seems to us entirely equitable. We hope that it passes. 
We certainly support it. But here again we feel thers are a lot of 
bills that we are for, we are in favor of, but we think there should be 
a bigger program, and I hope to point that out. We don’t think that 
this one thing is a solution to the tax problem. 

We are informed that approximately 85 percent of small business 
is individually owned and operated. There is no valid reason that we 
can see why their pension and profit-sharing plans should not be 
deducted as a business expense the same as the larger companies can 
do; but again, how many small stores and business operations have 
pension or profit-sharing plans? It is our opinion it is not the answer 
to the overwhelming majority of small-business operation. 

Then we are informed there is a bill pending that would grant small 
corporations the choice of being taxed as partnerships. This bill too 
might help a comparative few companies around the Nation, but in 

eneral is of very little help to small business as a whole, particularly 
if the individual rates are continued at their present high rates. 

Mr. Srvuts. Right there, do you think these three bills that you have 
mentioned, which you say you would vote for, set up a form of subsidy 
or preferential treatment for one class against another class of busi- 
ness ? 

Mr. Kine. Not necessarily. 

Mr. Srutrs. Do you think it sets up one size of business against 
another size of business? Do you think that this is playing one busi- 
ness off against another, or dividing and conquering business ? 

Mr. Krtna. No, I don’t think so. 

Mr. Stouts. Thank you, Mr. King. 

Mr. Kine. We are also informed that the Curtis bill aims to do two 
things: 

First, it would permit double deduction for the same expenditure 
for equipment—in the current taxable year, and then as depreciation 
allowances in succeeding years. This obviously would be a tax favor 
to some small businesses, but not all. 

It would fall far short of meeting the small-business-tax problem as 
a whole. By its nature, it could benefit only those small businesses 
which have significant profits which can be placed back in the business. 
It would provide no relief in regard to disbursed income, nor in situa- 
tions in which business judgment would indicate that profits from 
one enterprise should be used in the development or expansion of an- 
other. It would not increase the availability of new venture capital 
from sources outside of a given business operation, which is of great 
importance if small business as a whole is to prosper and grow in the 
years ahead. In other words, the provision would provide no new 
sources of capital for new business, or of outside capital for estab- 
lished businesses. It is definitely not the answer to the problem of 
smal] business as a whole. 

Secondly, the Curtis bill would liberalize the requirement of pay- 
ment of estate taxes in 1 year and give the estate a longer time to pay 
the estate tax when a sole owner dies. 
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This is definitely good. We are very much in favor of it. We think 
it is a needed change. Every once in a while you run into a corpora- 
tion where the whole business is liquidated in order to pay the estate 
tax. 

This particular thing conceivably could happen to my own com- 
pany, and as a result we are much concerned. 

Senator Tuyr. You are operating with your father now, are you 
not ? 

Mr. Kine. No, you are thinking of Mr. Neuman. It is a family 
corporation. 

Senator Toye. I knew it was one of you men. 

Mr. Kine. However, it would help us, and it would help other 
people that we know, but we wonder if it would help a great majority 
of the small business. I realize these things are all helping someone, 
but we would hope for a broader tax law. 

There is one other item, the bills providing for graduated income 
tax, which would substitute graduated rates for the present normal 
and surtax rates on corporate income. This we can’t quite see. We 
are afraid of it. We have read the extension of remarks of the Hon. 
Daniel Reed of New York included in the Congressional Record of 
Friday, July 27, 1956, and we agreed fully with his position. We 
wouldn’t attempt to state it better. We attach it to our statement here 
and ask that it be considered part of the statement. 

We found in discussing this tax situation that at first a lot of small- 
business men we talked to considered it had a lot of merit, but after 
reading Mr. Reed’s statement and considering it further, that they are 
opposed to the suggestion. The more that we have considered the 
whole matter it seems to us that there is no logical answer to the tax 
problems of any business in our country except a general and a 
gradual reduction of all taxes to all business. 

We recognize the defense is going to cost our country more money 
than it has in recent years, and we believe that substantial savings 
could be made in domestic fields that will make it possible to increase 
our defense efforts. As our country expands more and more money 
can be spent for defense and taxes at the same time could be reduced. 

We believe that if all business is encouraged to expand and grow 
that the taxes paid to the Government will steadily increase. We 
therefore urge that your committee give consideration to recom- 
mending every possible saving on a domestic level, even if the elimina- 
tion of some domestic service may not always be popular with some 
segments of our population, that our defense program be adequately 
financed, and that some tax relief be granted to individuals who con- 
stitute 84 percent of our small business, and to all business, little, 
medium, or large. 

Thank you very much. 

Senator Humrurey. Thank you very much, Mr. King. 

Senator Thye. 

Senator Ture. I have nothing, other than to say it is a very infor- 
mative and good statement, Mr. King. 

Senator Humpnurey. Senator Morse ? 

Senator Morse. Do you have the specific list of those Federal serv- 
ices on the domestic front you would like to have us eliminate ? 

The Wirnrss. No, sir, I don’t. 
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Senator Morse. I must say most respectfully I am very much ac- 
customed to the argument, but I have to sit in Congress and vote, and 
I can’t vote on generalities. It is easy to cry about reducing taxes 
and reducing Government services, but when you people get ready 
to name them to me, I will pass judgment on them. Until you give 
me a bill of particulars—I don’t believe as a lawyer in trying people 
without a bill of particulars, and as a legislator I don’t believe in voting 
without a bill of particulars. People are constantly using this argu- 
ment, I submit most respectfully, but I never mince words, either. 
You are suggesting that we cut down the cost of Government on the 
domestic front, but start naming the things you want me to reduce. 
I think some reductions can be m: ide, and I fight for reduction, but I 
think it is very dangerous—and I say most respectfully—propaganda 
to give the American people the impression th: at there can be great 
reductions in taxes in an expanding economy and expanding popu- 
lation unless you are ready to give me a bill of particulars. When 
you submit one, I will consider and that goes for the National 
Manufacturers Association, what C. say, because it is part of their line, 
and let them come forward with some specifics because my job as a 
Senator is to sit there and vote in accordance with what I think will 
protect the public interest, and I also am interested in specific pro- 
posals for tax reduction. I made some myself, you know, but I didn’t 
get very much support, may I say, from the great body of American 
industry, in 1947, when I proposed the tax amendments offered by 
the Committee for Economic Development, which I think are still the 
best proposals on an overall tax program made, and I shall continue 
to introduce those amendments. 

That is all. 

Senator Humrpnrey. Thank you very much, Senator Morse. 

Congressman Wier? 

Mr. Wier. No. 


(The prepared statement of Mr. King is as follows:) 


STATEMENT OF CHARLES KING, SECRETARY, DELANO GRANITE WORKS, 
DELANO, MINN. 


My name is Charles King. I am the secretary of the Delano Granite Works, 
of Delano, Minn., and we have a branch plant at St. Cloud, Minn. Delano is 
30 miles west of Minneapolis and has a population of about 1,386. St. Cloud 
is 65 miles north of Minneapolis and had a population of about 28,410 in 1950 
and has not grown much since. 

We employ approximately 157 people at Delano and approximately 19 at St. 
Cloud. We therefore do not consider ourselves as very small business, but 
we are certainly small business. 

We are as concerned about the tax situation as any small or medium small 
business could be. 

Our ideas as to what can be done for small business in a tax way fall into 
two general patterns. 

First, we believe that the addition of gimmicks or gadgets to the already com- 
plicated and involved system of preferential treatment to certain industries or 
businesses will not solve the problem. It only gives preferential treatment to 
one group making for a situation where other taxpayers, individual or corporate, 
have to make up the difference. We recognize that in some isolated instances 
preferential treatment to encourage additional investment is justified, but gen- 
erally speaking all business and industry is in the same position—if preferential 
treatment is given to any segment, that segment is then in position to expand 
or further develop their industry. 

We believe that what is needed is some tax relief, or incentive, for all busi- 
ness—small, medium, and large. 
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Thus, we see little merit in a bill we are informed has been introduced that 
would extend benefits of rapid depreciation to purchasers of used equipment. 
True, it would occasionally help some company or business. But how often 
does the average storekeeper or small business buy much secondhand or used 
equipment? Perhaps once in 10 years, and then only in small amounts. It is 
not an answer to the general tax problems of small business. 

Likewise, we are informed there is a bill pending that would entitle proprietors 
of unincorporated businesses to benefits of tax-exempt pension or profit-sharing 
plans. This seems to us an entirely equitable bill, and we hope it passes. But 
it is no solution to the tax problems of small business. 

We are informed that approximately 84 percent of small business is individual- 
ly owned and operated. There is no valid reason that we can see why their 
pension and profit-sharing plans should not be deducted as a business expense 
the same as the larger companies can do; but again, how many small stores 
and business operations have pension or profit-sharing plans? It is our opinion 
it is not the answer to the overwhelming majority of small business opera- 
tion. 

Then we are informed there is a bill pending that would grant small corpora- 
tions the choice of being taxed as partnerships. This bill too might help a 
comparative few companies around the Nation, but in general is of very little 
help to small business as a whole, particularly if the individual rates are con- 
tinued at their present high rates. 

We are also informed that the Curtis bill aims to do two things: 

First, it would permit double deduction for the same expenditure for equip- 
ment—in the current taxable year, and then as depreciation allowances in suc- 
ceeding years. This obviously would be a tax favor to some small businesses, 
but not all. 

It would fall far short of meeting the small business tax problem as a whole. 
By its nature, it could benefit only those small businesses which have significant 
profits which can be placed back in the business. It would provide no relief 
in regard to disbursed income, nor in situations in which business judgment would 
indicate that profits from one enterprise should be used in the development or 
expansion of another. It would not increase the availability of new venture 
capital from sources outside of a given business operation, which is of great 
importance if small business as a whole is to prosper and grow in the years 
ahead. In other words, the provision would provide no new sources of capital 
for new business, or of outside capital for established businesses. It is definite- 
ly not the answer to the problem of small business as a whole. 

Secondly, the Curtis bill would liberalize the requirement of payment of estate 
taxes in 1 year and give the estate a longer time to pay the estate tax when 
a sole owner dies. This is definitely a good and needed change to the tax laws 
of our Nation, for every once in a while a whole business has to be liquidated 
at great loss to the estate to pay the estate tax. We think this would be an 
equitable law to pass, but again it is obvious that this is not the answer to the 
tax problems of small business as a whole. Only a minute fraction of small 
business would profit from such an improvement in the law. 

Finally, there are the bills providing for a graduated income tax which would 
substitute graduated rates for the present normal and surtax rates on corporate 
income. 

To our mind, this is not only an inadequate answer to the problem, but is a 
dangerous one. 

We have read the extension of remarks of Hon. Daniel A. Reed, of New York, 
included in the Congressional Record of Friday, July 27, 1956. We agree fully 
with his position. We could not state it better, so attach it to our statement here- 
with and ask that it be considered a part of this statement. 

We have found that in discussing this tax suggestion that at first the small- 
business men we have talked to have considered that it had merit, but after 
reading Mr. Reed’s statement and considering it further that they are completely 
opposed to this suggestion. 

The more that we have considered the whole matter it seems to us that there 
is no logical answer to the tax problems of any business in our Nation except a 
general and gradual reduction of the rates to all business. 

We recognize that defense is going to cost our country more money in the 
future than it has in recent years. We believe substantial savings can be effected 
in many domestic fields that will make it possible to increase our defense efforts, 
and as our country expands, more and more money can be spent for defense, and 
taxes at the same time reduced, 
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We believe that if all business is encouraged to expand and grow that the 
taxes paid to the Government will steadily increase. We, therefore, urge that 
your committee give consideration to recommending every possible saving on a 
domestic level, even if the elimination of some domestic service may not always 
be popular with some segments of our population, that our defense program be 
adequately financed, and that some tax relief be granted to individuals who con- 
stitute 84 percent of our small business, and to all business, little, medium, or 
large. 


A GRADUATED CORPORATE INCOME TAx WOULD PREVENT THE GROWTH OF 
SMALL BUSINESS 


Extension of remarks of Hon. Daniel A. Reed, of New York, in the House of 
Representatives, Friday, July 27, 1956 


Mr. Reep of New York. Mr. Speaker, one of the most challenging problems 
facing the country today is how small business can best be strengthened. Small 
business is the backbone of our economy. Its continued vitality is essential to 
our economic health. The fact that this Congress has done so little in this 
regard is a matter for widespread concern. 

Most discussions of the small-business problem center around proposals for 
tax relief of various kinds. Actually, the difficulties confronting the small- 
business man arise from many different sources, and the tax structure is not 
solely responsible. The difficulty of obtaining new capital, advertising costs, the 
high price of labor—all of these and many others contribute to the small-business 
problem. 

However, I certainly recognize that tax policy plays an important role in this 
area. Indeed, in 1954, the Republican 83d Congress enacted a number of new 
tax provisions which had long been recommended as particularly desirable from 
the standpoint of small business. Depreciation allowances were substantially 
liberalized for purchases of new plant and equipment. Greater freedom of 
action was granted to small companies to retain their earnings for their own 
business purposes without penalty. More realistic accounting provisions were 
adopted. These are but a few of the tax benefits provided by the Republican 
83d Congress for small business. Again, I say that it is unfortunate that the 
Democratic 84th Congress has not compiled a similar record of accomplishment. 
True, Mr. Speaker, there has been a great deal of talk here and shaking of heads 
about the plight of small business. However, these protestations of sympathy 
have been singularly unaccompanied by any constructive action. 

One of the plans which has been advanced in this Congress for the alleged 
relief of small business consists of a graduated corporation income tax. Such 
a proposal, if enacted, would pronounce a death sentence to the American free- 
enterprise system. Normally, Mr. Speaker, it would not even be necessary to 
dignify such an unsound scheme by serious consideration. However, there is 
no question but that it has a certain superficial appeal to some businessmen, 
and, for this reason, I believe it to be essential that the proposal be examined 
with the utmost care. A failure to understand its implications could lead to 
tragic results. 

The present corporation income tax is made up of two parts. A so-called 
normal tax of 30 percent applies to all of a corporation’s taxable income. In 
addition, a so-called surtax of 22 percent applies to that portion of a corpora- 
tion’s taxable income which is in excess of $25,000. In effect, therefore, there 
is a surtax exemption amounting to $25,000. Such an exemption has been con- 
tained in the law for many years as a special provision for small business. 
On the other hand, while a system of graduated or progressive corporation 
income-tax rates has been suggested from time to time, it has always been 
rejected by responsible individuals as completely unsound. Such a system has 
never been considered seriously by any of the tax committees of the Congress. 

In order to appreciate the basic fallacy of this proposal, it is necessary to 
understand that the corporate tax burden is borne primarily by the individual 
stockholders who own and in fact constitute the particular corporation. Asa 
result, in determining the taxpaying ability of a given business entity, it is 
essential that one look beyond the mere amount of its income. It is necessary 
to determine also the number of its stockholders or other owners and the 
amount of their individual investments. Suppose that one corporation has an 
income of $100,000 and has 10 owners, each having invested one-tenth of the 
capital of the business. Now, take the example of another corporation with 
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only $10,000 of income but, by the same token, with only one owner. Under 
the theory of a graduated corporation income tax, each of the owners of the 
first corporation would be called upon to bear a substantially higher burden of 
taxation with regard to his share of the corporate income than would the 
single owner of the second corporation, even though the actual dollar amounts 
of their proportionate shares of the income are identical. 

Let us look at it in another way. Let us take the case of 2 elderly individ- 
uals, each of whom has managed to save $10,000. One of these individuals in- 
vests his $10,000 in a large corporation, and the second invests his $10,000 in a 
smaller corporation. Under a graduated corporation income tax, the first indi- 
vidual would bear a proportionately heavier tax burden than would the second. 
I challenge anyone to show me any justification, either in logic or in equity, 
for such a discriminatory tax system. 

One of the unfortunate aspects of this proposal is that it is apt to have a 
superficial appeal to some small-business men. I can only say, in this regard, 
that their acceptance of such a fallacious and dangerous doctrine would be very 
shortsighted at best. The benefits of a graduated tax would prove completely 
illusory. 

Every small-business man is ambitious to expand his business. That is as it 
should be. It is that very competitive urge which has made our free-enterprise 
system great and which has brought to the American people an abundance of 
goods and a way of life which are the envy of the world. However, adoption 
of a graduated corporation tax system would spell the doom of that system and 
its benefits. 

Look at what would happen under such a system. The enterprising small- 
business man who develops a new product and thereby increases his earnings 
will immediately be penalized by a higher rate of tax. Should he develop more 
efficient methods of production or marketing, he would immediately pay the 
price in higher tax rates. If he expands his capacity through better machinery 
or by larger plant facilities, he will be punished for his enterprise by higher 
tax rates. 

Therefore, small-business men who support a graduated corporate income tax 
are in reality digging their own graves. They seek tax relief, and properly so, 
in order to permit their businesses to grow and expand. What they forget is 
this—under a graduated tax system, the moment that their companies do in fact 
grow bigger, they will be slapped down by a higher rate of tax. In other words, 
the scheme contains a built-in mechanism designed to prevent the growth of 
small business. As a result, it is in reality an anti-small-business proposal. 
Advanced as a panacea for the ills of small business, the proposal has sinister 
implications for the entire economic system. It is the very antithesis of all that 
has made American enterprise strong and vigorous. Mr. Speaker, when Karl 
Marx declared that the graduated income tax could be relied upon to destroy 
the capitalistic system, he must have had a plan very similar to this in mind. 

I am convinced that we can develop a constructive tax policy designed to 
strengthen small business and to foster its growth. On May 31, 1956, President 
Eisenhower appointed a Cabinet Committee on Small Business. I am confident 
that this Committee will be instrumental in developing a vigorous, forward- 
looking program. I am likewise confident that this Republican program will be 
designed to encourage the growth of small business and not to stifle and 
paralyze small business as would proposals such as that for a graduated corpora- 
tion income tax. 

Mr. Speaker, I am including at this point a copy of President Eisenhower's 
letter of May 31, 1956, to Chairman Arthur Burns, establishing the Cabinet 
Committee on Small Business: 

May 31, 1956. 

Dear Mr. CHAIRMAN: The important contributions made by small-business 
concerns to the progressive spirit and vitality of the American economy have 
repeatedly been stressed in my economic reports to the Congress and on various 
other occasions. Such enterprises, of which there are some 4 million currently 
in operation serve continuously as a dynamic influence in our enterprise 
system. It is often through them that new products and new processes are 
first brought into use. Equally important, it is in small concerns that many 
men and women find an opportunity to demonstrate their ability to serve con- 
Sstructively in the business world. For these and related reasons, Government 
policies that make it easier for new businesses to be established and that foster 
the growth of small concerns enhance the welfare of the whole economy. 
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The Federal Government has a number of programs now in operation that are 
significantly helpful to small business. 

The Department of Commerce helps constantly in the solution of management 
problems for small business through its Office of Technical Services, Office of 
Area Development, Business and Defense Services Administration, and Office 
of Business Economics. 

Financial assistance is available to small concerns through the Small Business 
Administration. 

Jointly with the Department of Defense and with other Federal departments 
and agencies, the Small Business Administration assists small concerns in 
obtaining Government procurement contracts. 

Many small construction companies and related businesses benefit from the 
home-financing programs administered by the Housing and Home Finance 
Agency. 

The Office of Defense Mobilization seeks to strengthen the production potential 
of small firms in our defense programs. 

Through its enforcement of antitrust laws, the Department of Justice helps 
maintain the competitive environment that is essential to the Nation’s economic 
welfare. 

These and other programs and policies of the Federal Government facilitate the 
establishment of new concerns and foster the growth of small businesses. Yet the 
conditions of our modern economy are such that many small concerns confront 
substantial hindrances to their growth. It is my wish that the Federal Govern- 
ment keep fully abreast of developments that affect small businesses. Its pro- 
grams and policies aimed at assisting small businesses should be carefully 
reviewed at this time with the object of strengthening them where necessary, 
and of making recommendations for steps that will provide such enterprises with 
additional constructive assistance. 

To this end I am establishing a Cabinet Committee on Small Business of which 
I would like you to serve as chairman. By copies of this letter I am designating 
the Secretaries of Defense, Commerce, Labor, the Director of the Office of 
Defense Mobilization, the Administrator of the Small Business Administration, 
and the Administrator of the Housing and Home Finance Agency as members. 
Other department and agency heads will participate on an ad hoc basis as may 
be deemed desirable. The committee is to have the continuing assignment of 
making specific recommendations to me for administrative actions, and where 
necessary for additional legislation, to strengthen the economic position of small 
businesses and to foster their sound development. 

Sincerely, 
DwicuT D. EISENHOWER. 


Senator Humpnrey. We have Mr. Vernon R. Wexler here from 
G. P. Derickson Co. You are the concluding witness, I believe, in 
this morning’s session. 


STATEMENT OF VERNON R. WEXLER, GENERAL MANAGER, G. P. 
DERICKSON CO., MINNEAPOLIS, MINN. 


Mr. Wexter. I am admiring the ability of you gentlemen to keep 
from getting hungry. 

Senator Humpnrey. We are not keeping from getting hungry but 
just disciplining ourselves, you might say. 

This afternoon, as I indicated earlier, Senator Thve will chair the 
meeting, and we will proceed wtih the witnesses which he has before 
him. 

Go right ahead. 

Mr. Wextrr. I am the general manager and operator of G. P. 
Derickson Co., a wholesale hardware company. My approach to this 
hearing is not one to criticize our present laws or economy—these 
problems have been debated for many years. I feel we should get 
to the basic roots of our problem for a solution. T believe by positive 
thinking. through fresh, modern ideas with imagination, we can make 
our needed corrections to get the positive results for the benefit of 
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small-business men, and also, I am going to take the liberty, if the 
chairman will let me, to change this heari ing from tax and financing— 
because I think they are one and the same—to tax and money and 
financing. 

Senator Humpurey. Correct. 

Mr. Wexter. Since the initial announcement of the Select Com- 
mittee on Small Business tax hearing in Minneapolis I have spoken 
to many small-business men on this subject. As a matter of record, 
[am the chairman for the small-business men wholesale seminar for 
which Senator Humphrey here was our kickoff guest, and I find 
through these contacts with snfall-business men two of the universal 
glaring items that I have detected that need immediate action to help 
the small-business man are as follows: 

1. The confusion as to the proper terminology as to what is small 


business. Believe it or not, I don’t think we know what small busi- 
ness is. 

2. That the Government through present taxes of small-business 
men is the largest obstacle for expansion and growth dollars 


I am firmly convinced that in order for the Government ‘to help 
small] businesses there should be a definite direction and understanding 
of what small business is and who is being considered as small business. 

My -uggestion as to a clear-cut simplified definition of small business 
we should encompass all businesses under the heading of small busi- 
ness whether they are manufacturers, wholesalers, or retailers, and this 
definition should include all industries and on the basis of annual 

sales volume that is really simple. 

To further clarify the position of small-business men there should 
be other categories which would be useful to all concerned for better 
planning, and I want to emphasize that, better planning. The cate- 
gories I suggest are: 

1. Very small business—250,000 anual volume or less. 

2. Small business—that is us—$250,000 to $10 million. 

3. Medium business—$10 million to $100 million. 

4. Large business—$100 million to $500 million. 

5. Giant business, which we need—over $500 million. 

As to the other glaring problem of small business—Federal tax. 
My solution as to the initial steps and only initial steps toward Gov- 
ernment alleviating the terrific burden of taxation on profits of small 
business, I feel that we should: 

1. Tax on the basis of 25 percent to $25,000; and second, 30 percent 
from $25,000 to $100,000. 

After that I am going to leave it up to the discretion of Congress. 

Senator Humpnrey. Thanks. 

Mr. Wexter. If the Government would allow the small-business 
man to accumulate the additional money to this tax saying for expan- 
sion I am thoroughly convinced that in due time many small businesses 
will move up into larger businesses and through this the Government 
will regain any losses over an extended period of time that they may 
have suffered initially. 

Again I emphasize that the above items require immediate action— 
vou know, don’t slough them around—and are vital to the salvation of 
small businesses. 

There are many other problems that beset the small-business men 
which I consider vital and require our Government’s consideration: 
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1. Financing for small-business men: With commercial banks 
unable to finance long-term loans I feel there should be an agency that 
can help small businesses where proven qualified small-business men 
can turn for long-term loans with the minimum amount of red tape 
and interest rates. My suggestion would be to work out an agency 
that can study the integrity and character of small businesses and 
determine a loan on the same personal basis as a commercial bank 
would do for a short-term loan with the possibility of using a com- 
bination of the Small Business Administration and the local banks to 
achieve this financing. It may be possible that a guaranteed or insured 
loan by the Government such as the FHA could be employed. 

2. I feel a sole proprietor or partnership of unincorporated business 
should be treated as an employee under qualified pension, profit shar- 
ing, or stock-bonus plan. 

Any aggressive, modern-thinking businessman today should take 
into consideration a profit-sharing or stock-bonus plan for loyalty and 
better performance and efficiency of their employees. 

3. The Robinson-Patman Act—I feel the Government has an excel- 
lent tool in the Robinson-Patman Act but up until this point has not 
been enforced to the fullest extent for the protection of small-business 
men in the discrimination of prices as protected by the Robimson- 
Patman Act. 

In presenting this written testimony I have considered the most 
weighted problems in taxation and financing toward the advancement 
of small-business men. These conclusions have been arrived at after 
consulting with my accountant, lawyer, and business associates, but 
in this preparation I have worded it in what I consider a simplified 
businessmen’s presentation without going into detail hoping fér com- 
plete understanding for immediate and maximum results in the forth- 
coming Senate session. 

But this has been prepared as completely individual thinking and 
what I considered simplified for a businessman’s presentation, and I 
hope this can go back to the Senate for maximum and immediate 
results. 

Senator Humpnrey. First of all, let me commend you on your lead- 
ership of the wholesaler section in the chamber of commerce. I did 
have the privilege of meeting with your group. It was one of the 
most engaging and interesting meetings I have ever participated in. 
There is a good deal of frank discussion there. You do a fine job, and 
this is a fine statement. 

Senator Thye, do you have any comment ? 

Senator Tuyr. You referred to the Small Business Administration 
loan policies. I share your view, and I have shared it for a number 
of years because of my knowledge of youth’s problem in trying to get 
into a business of his own. We want him to be in a business of his 
own because it is what makes for a healthy Main Street throughout 
our cities. 

I introduced the bill that created the Small Business Administration. 
It has gone through the growing-pain stages. There have been some 
faults and there has been some due criticism that you could make of 
theagency. Yet the entire purpose of SBA is to be available to render 
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credit and financing to deserving and worthy business firms which 
the local banks, because of laws, both State and Federal, cannot assist. 
So we are in that field as a Government function, and we will try to 
improve it from time to time. 

Senator Humpurey. Senator Morse? 

Senator Morsr. I want to thank you very much, Mr. Wexler, for 
testifying. 

Senator Humpnrey. Congressman Wier ? 

Mr. Wier. I think he did a swell job of putting his finger imme- 
diately without too much window dressing on some very pertinent 
points. 

Mr. Wexter. Thank you, and I would like to say one final word. I 
would like to challenge you Senators to bring this back to a positive 
conclusion, and I hope that Sputnik doesn’t upset you and our small 
business as it has our Government. 

Senator Humpurey. We will try to keep our feet on the ground on 
this one, thanks. 

I have a telegram delivered to me just a few moments ago signed by 
Mr. Elmer Hanks, president of Testscor, 1554 Nicollet, Minneapolis, 
Minn. The telegram will be made a part of the record. 

(The document referred to is as follows :) 

MINNEAPOLIS, MINN., November 13, 1957. 
SENATE SMALL BUSINESS COMMITTEE, 
Leamington Hotel, Minneapolis 
(Attention Honorable Senator Humphrey) : 


Small-business people are independent spirits and want to take care of them- 
selves. We want less, not more, Government regulation. We don’t need Govy- 
ernment loans and redtape. We want the right to use our own money. A 
simple modification of tax law to permit any business the option of writing 
off as expense up to $5,000 per year of what is now regarded as capital ex- 
penditure “excepting real estate” would do more for us than any loan deal. Also, 
taxation should be simplified and made uniform. We spend more time on tax 
considerations than we do on normal business functions. All decisions are 
warped by this disproportionately important consideration. And we who earn 
our money mostly by our own efforts are penalized by having to carry the tax 
burden of the oil people whose depletion allowances and capital-gain deals have 
given them enormous economic power at our expense. Do away with all the tax 
gimmicks. The Constitution requires all people be treated equally and not be 
discriminated against. 

In short, we don’t mind taxes; we do object strenuously to preferential treat- 
ment and redtape. Free us from these evils. 

ELMER HANKS, 
President, Testscor. 


Senator Humrurry. That, I believe, concludes the session this fore- 
noon. We will reconvene at 2 p. m., and our first witness will be Mr. 
Paul A. Grassle, from Rochester, Minn. 

(Thereupon, at 12:55 p. m., the committee recessed, to reconvene 
at 2 p.m. of the same day.) 


AFTERNOON SESSION 


The committee reconvened at 2 p. m., Senator Thye presiding. 

Senator Tuyr. If the committee will please come to order, we will 
proceed. The schedule is very tight for the afternoon, and we usually 
find that the day is too short. Our first witness this afternoon will be 
Mr. Paul A. Grassle, of the Hotel Carlton at Rochester, Minn. You 
may proceed in just whichever manner you desire. 
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STATEMENT OF PAUL A. GRASSLE, GENERAL MANAGER, THE 
CARLTON HOTEL, ROCHESTER, MINN. 


Mr. Grasstx. I would just as soon read my copy and then I won't 
rambleon. I might identify myself. Are you ready / 

Senator Tuyre. You may proceed, sir. 

Mr. Grasste. Honorable gentlemen, my name is Paul A. Grassle. 
I am a resident of Rochester, Minn., a city of approximately 30,000 
population. My family and I own the Carlton Hotel at Rochester, and 
I am the general manager. The Carlton is a small hotel with 100 
rooms, doing an annual gross business of approximately $320,000 in 
1956. 

We have approximately 60 emp loyees with an annual payroll of 
$144,000, exclusive of the shaves of the 3 partners. We operate witha 
union contract. Our real-estate and personal-property taxes are in 
excess of $18,000 per year. 

The Carlton Hotel was originally built in 1920 by my father, 
Charles Grassle, and at that time it consisted of only 50 rooms. Be- 

cause overhead and fixed expenses were so great, it became necessary 
to pay off the original loan and to refinance and to enlarge the hotel 
to 100 rooms. which was done about 1927. When my father died, my 
mother was left a life estate, and upon her death the property will 
belong to my brother and myself. At my father’s special request and 
on advice of his counsel, my mother, my brother, and myself are part- 
ners. The other members of the family are not partners, but are 
employed on a salary basis. They are my brother’s wife; my son, 
Paul, Jr., and my son, Wallace, who are married and have fan ilies, 
and who came into the hotel business after graduating from the Uni- 
versity of Minnesota and after having served in the Armed Forces. 

My mother is still alive and is actively working as housekeeper in 
the hotel, so you will see that there are three generations of the Grassle 
family in the hotel business, 

In addition to the room-rental end of the hotel business, we are 
operating a cafeteria, a dining room, bar service, and lounge. Ac- 
cordingly, from this information it is apparent that I auntity as a 
small-business man in the hotel and food service industries. 

The thoughts expressed by me are not only mine, but are joined 
in by other small-business men in the hotel and food ‘service indus- 
tries. I am a member of the Minnesota Hotel Association and of the 
Minnesota Restaurant Association, and my appearance here today 
is at the specific request of the board of directors of the Minnesota 
Hotel Associ: ation. 

Although there are a number of proposals which undoubtedly would 
help the small-business man, taxwise, because of the shortness of time 
I wish to confine my comments to a few items which have directly 
affected our operations: 

(1) I have been advised that there have been a number of rulings 
to the effect that, if a sole proprietor or a member of a partnership that 
operates a hotel is furnished meals and lodging in the hotel for the 
convenience of the hotel and its operation, the sole proprietor or 
the individual member of the partnership receiving such meals and 
lodging must pay an income tax on the value of such meals and 
lodging. I also am advised that, if our hotel were a corporation 
rather than a partnership, such meals and lodging furnished for the 
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convenience of the hotel to the officers or other members of the corpo- 
ration would not be taxable to those employees. 

This is particularly important to us because my mother is a partner. 
She lives in the hotel and it is necessary for the operation of the 
hotel that she live in the hotel and take her meals there because she 
is housekeeper and is, in effect, on duty 24 hours a day. 

If the meals and lodging furnished meet the present test applicable 
to employees of a corporation so as not to make them subject to 
income tax, the same meals and lodging should be free of income 
tax when furnished to sole proprietors or members of a partnership. 
There seems no real nontechnical reason for any difference in tax 
treatment. 

(2) Another tax matter which is peculiarly applicable to part- 
nerships as disinguished from corporations is the matter of providing 
retirement pensions for sole proprietors and partners on the same 
basis as corporations are permitted to provide for retirement pen- 
sions for their employees, whether the employees be officers, stock- 
holders, or others. 

The philosophy of the Jenkins-Keogh and other similar bills should 
be adopted. The partner is as much in need of and entitled to a 
reasonable pension or retirement fund as an officer or stockholder 
of a corporation. The payments made by the corporation into a 
retirement fund, if they meet the stand: rds of the Revenue Act, are 
deductible expenses. Payments made by a partnership into a retire- 
ment fund for the benefit of the partners should likewise be deductible 
as a business expense. The legalistic technical differences between 
corporations and partnerships do not warrant a difference in ruies 
one rule permitting a tax deduction and another rule not permitting 
a tax deduction. The corporation should not be favored over the 
pe wtnership. 

(3) We small operators, particularly in the smaller towns, and 
there are no real large cities in this part of the country other than 
Minneapolis, St. Paul, and Duluth, have been more recently plagued 
with the competition—unfair competition—carried on by tax-exempt 
organizations. 

Tax-exempt organizations such as country clubs, veterans’ clubs, 
officers’ clubs, and some quasi-charitable organizations are competing 
more and more with the taxpaying hotels and taxpaying restaurants 
in the serving of food to the gene ral public, all without having to pay 
any taxes on the income from such business. 

Naturally, we have no objection to these organizations serving food 
and other items to their members as part of their general plan of op- 
eration. But when such an organization advertises to the public by 
newspaper, signboard, radio, or otherwise, and solicits the attendance 
and sells to the general public food and other items and is not required 
to pay any taxes upon the income from such business, it is competing 
unfairly with the business organizations which provide the tax money 
for the support of our Government. 

All one has to do is read various newspaper advertisements, see the 
signs in innumerable shop windows in the smaller towns and listen 
to WCCO and other radio stations at various times of the day an- 
nouncing such and such a feed or bingo party open to ever ybody and 
urging eve rybody to come at a cost of only 7 75 cents to $l a plate, and 
all one has to do is to attend a few of these functions and see the enor- 
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mous crowds attending to realize the extent to which this unfair com- 
petition has developed. 

Our suggestion is that upon complaint by a taxpayer, the revenue 
department should investigate and determine whether the organiza- 
tion is entitled to maintain its tax-exempt status. We know that the 
military, when attention has been called to the officers’ clubs or other 
clubs in the military service advertising and soliciting the patronage 
of the general public, has ordered the clubs to no longer compete with 
the legitimate taxpaying businesses insofar as the general public is 
concerned. The same policies should be enforced by the revenue de- 
partment. 

If the tax-exempt status of the organization cannot be taken away, 
at least these tax-exempt organizations should pay to the Federal Gov- 
ernment taxes on the income arising from the sale to the general public 
of food or other items furnished by taxable organizations. 

(4) The 20 percent cabaret tax has created numerous and expensive 
problems, expensive to the taxpayer and expensive to the Goail 
ment. The 20 percent tax should be eliminated entirely or at least 
reduced to the 10 percent as passed by the House in the last session. 
A reduction to 10 percent we believe will result in greater income to 
the Government than the present 20 percent because the amount of 
taxable entertainment will be materially increased. 

The present excise tax has a disastrous effect on the hotels and res- 
taurants and employees in the entertainment field. All of the hotel 
and restaurant organizations, and we are advised the musicians unions 
and other similar groups, are opposed to the present cabaret tax. It 
has resulted in a very drastic curtailment of entertainment and has 
reduced materially the income of the hotels and the restaurants, and 
accordingly the taxes paid to the Government, and has materially 
reduced the income of a substantial number of employees such as 
musicians, entertainers, waiters, cooks, and others. 

I am advised that whereas something over 700 entertainment rooms 
were formerly located in hotels, the number has now dropped to less 
than 200. 

In addition to the matter of the size of the tax, the matter of en- 
forcement must be clarified. Enforcement is haphazard. In Minne- 
sota, enforcement has been very active, whereas in other parts of the 
country I am advised that enforcement is very lax. The statute should 
be clarified and the revenue department instructed to establish defi- 
nite rules as to when the tax becomes applicable. Is it applicable to 
meals and drink actually served before the entertainment commences? 
Most revenue agents say yes even though the guest check has been 
paid. Is it applicable to food and drink served before the entertain- 
ment and paid for as the guest leaves 5 minutes after the entertain- 
ment has started? The revenue agents says yes. The rules as to 
when the tax goes on and as to what is properly taxes, must be 
clarified. The matter has become so ridiculous that, as I am advised, 
in one instance in Duluth a guest ate his meal, paid his check, started 
leaving the establishment a few minutes before the entertainment 
started, met some friends and returned with them to the bar for a 
drink after the entertainment had just commenced, and the agent took 
the position that the restaurant was subject to the 20 percent tax, not 
only on the drink served after the entertainment started, but on all 
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the food eaten and paid for by the customer who had already started 
to leave the establishment before the entertainment. 

Furthermore, definite rules should be established as to food and 
drink served in rooms adjoining the entertainment room and the ques- 
tion of how accessible the adjoining room must be in order to de- 
termine whether a tax is due, must be resolved. I am not talking 
about small figures because I have been advised that a number of 
restaurants in this area have deficiencies assessed based on these 
interpretations or misinterpretations, whatever they may be called, 
in amounts ranging from $45,000 to $85,000. 

(5) Because hotels during the past number of years, particularly 
during the war and Government- control years, have suffered to such 
an extent that in order to regain lost business or to maintain present 
business and to compete with ‘the newer motels, extensive redecorating, 
remodeling, and modernization has become necessary. Rapid de- 

reciation of the capital items for remodeling and modernizing must 
& permitted and the present provision of the 1954 Revenue Code 
permitting such depreciation must be retained. Any effort to do 
otherwise will effectively put these hotels out of business because 
they cannot continue to operate without making these extensive capital 
expenditures. 

Further relief must be given by the passage of the provision found 
in the Curtis bill which I under Hoven proposes to allow deductions 
by business, including our small hotel business, from business net 
income an amount equal to additional investment in depreciable as- 
sets or inventory during the taxable year. I understand that such a 
tax deduction could not exceed 20 percent of such business income or 
$30,000, whichever is the lesser. 

The principles of the Curtis bill are important because it applies to 
all forms of business, incorporated or unincorporated; it does not in- 
crease the taxes of any business; it draws no arbitrary line between 
what is and what is not small business, and it ties tax savings to addi- 
tional investments for modernization or expansion of business so as to 
stimulate small business. 

Everything that stimulates small business broadens the Govern- 
ment’s tax base. 

I thank you for this opportunity to discuss these matters in this 
brief form. I appreciate that the remarks exceed the 10-minute time 
limit, but I trust that the entire matter may be made a part of this 
committee’s record. 

Respectfully submitted. 

Senator Tye. It is already a part of the record. Senator 
Humphrey, any questions ? 

Senator Humpurey. First of all, let me express my regrets and 
apology for having to leave the room, but I had a call and I had to 
take it. After having said that, I was very much pleased with the 
manner in which you got down to specifics, particularly that compari- 
son between a partnership and ah ietorship as versus a corporation 
on treatment of such things as lodging and food, for example, and 
residents. 

Mr. Grasste. Many of us in the State are small-business people, like 
myself. 
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Senator Humrnrey. Of course, right. I think you have given us 
examples of what we needed to know in terms of specifics, and some- 
times we find that the Bureau of Internal Revenue, in its regulations, 
hasn’t been as mindful of some of the specific needs of the small pro- 
prietor and partnership as they have been of the corporate setup. 

Mr. Grasstx. Many in our industry are in a state of confusion as 
to the legality and the proper way to proceed. We want to be con- 
federate to the law, we want to be law-abiding citizens, but we would 
like equity in what we are trying to do in operating a successful busi- 
ness and pay our taxes. 

Senator Humrurey. I support your position on the excise tax, too. 

Senator Torr. Senator Morse? 

Senator Morsr. You know I am one of the cosponsors on the excise 
tax. 

Mr. Grasste. Yes: I do. 

Senator Morsr. It is long overdue, and I think the rest of the 
testimony also is good. 

Mr. Wier. I want to join with the two Senators and say that since 
1953 I have been opposed to the continuation of all excise taxes because 
I think they reflect right back on the retailer and small business and 
the consumer. 

Mr. Grasste. There are many other forms of taxable things that 
are discussed, but these are the primary ones, and you know all of 
them. 

Senator Morse. One thing specific I referred to this morning was 
one of the major recommendations of the Committee of Economic De- 
velopment in 1947, a businessman’s committee when they pointed out 
the effect of the excise tax on business, large and small. 

Mr. Grasse. I think it is a wonderful opportunity for us to be 
heard in Minnesota, and I want to comment on your giving us this 
opportunity. 

Senator Ture. Your statement was most informative, and I re- 
ceived some enlightenment on the specifics, for instance, relative to the 
family, taking their meals there, if it were under a partnership basis. 
Under a corporation you would be qualified. That is very enlighten- 
ing from an administrative standpoint. Have there been any changes 
in the rules of the Internal Revenue of recent years relative to any 
of the 

Mr. Grasstr. Not to my knowledge, no. 

Senator Ture. I believe counsel of the committee has a question. 

Mr. Erickson. Mr. Grassle, one question. You suggest under No. 2 
on page 3 of your statement, sir, for a reasonable pension or retire- 
ment fund for partnerships. I wonder, sir, if you would tell the 
committee what you feel would be a reasonable deduction each year 
for such a retirement fund? 

Mr. Grasste. We carry retirement funds and pension funds and 
hospitalization funds for our employees and all, and the reason of the 
fund, I think, would be in keeping with the salary that you are draw- 
ing in that position. 

Mr. Erickson. Of course you realize, sir, that there has to be a 
maximum for purposes of legislation of this kind, and I wonder what 
you feel would be a reasonable maximum. 
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Mr. Grass.x. To set a figure, I just feel there should be some thought 
given to the matter of what would be right and what would not ; be 
right. 

Mr. Erickson. Thank you. 

Senator Ture. Thank you, sir. 

We are going to depart from the regular schedule for reasons that 
I under stand that Mr. Moen has an appointment for later in the after- 
noon, and in order to accommodate him—if we hear him now, it will 
change the schedule by a very few minutes, but it would accommodate 
him, so you may proceed in your own manner. Whether you wish to 
read your statement or refer to it, that is your decision. 


STATEMENT OF HENRY M. MOEN, EXECUTIVE SECRETARY, MINNE- 
SOTA STATE PHARMACEUTICAL ASSOCIATION, ST. PAUL, MINN. 


Mr. Morn. Mr. Chairman, gentlemen of the United States Senate 
Small Business Committee: First, Mr. Chairman, I want to thank you 
for the privilege of appearing. I havea meeting in Rochester at 5, 
and I would like to be there. 

My name is Henry M. Moen. I am the executive secretary of the 
Minnesota State Pharmaceutical Association, with offices at 2388 Uni- 
versity Avenue, St. Paul, Minn. The association represents Minne- 
sota’s independent retail drugstore owners. I am informed that your 
committee already has much factual evidence before it indicating the 
imperative need for legislative relief which will enable small-business 
men to effectively compete in the market place. The avenues of legis- 
lative approach in order to preserve the small- business man as the key 
figure in our economy are several. However, since this hearing is con- 
fined to testimony touching remedial measures limited to tax relief 
under the Internal Revenue Code and its regulations, as it may afford 
relief to small-business men, in behalf of Minnesota’s retail drugstore 
owners, their employees, and the respective communities they serve, I 
propose to this committee for consideration the following: 

(1) To amend the Internal Revenue Code so as to provide gradu- 
ated corporate tax rates in a manner as would favor small corpor ations, 
by either increasing the exemption of corporate income subject to 
surtax or reducing the corporate normal tax, and concurrently also 
provide permission for partnerships and individual proprietors to be 
able to elect to be taxed as corporations. 

The purpose of this suggested measure is to provide small corpora- 
tions and those small-business men who elect to be taxed as such corpo- 
rations, relief from the present crushing high tax rates. The burdens 
of the present tax levies against business, State and Federal, penalizes 
hard work, incentive, and the ability to « ompet e effectively. Taxation 
in one form or another eats into the capital of the small- business man 
so that he is unable to command the wherewithal to modernize, and 
improve his establishment to properly compete in serving his com- 
munity. I desire to stress here that the reduction of the gr: aduated tax 
rates for small corporations without simultaneously permitting part- 
nerships and individual proprietors the right to elect to be taxed as 
corporations will be an ineffective relief to the many small businesses 
operated as partnerships or as individual proprietors. 
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(2) Permit taxpayers to use the alternative methods of depreciation 
under section 167 of the 1954 Internal Revenue Code of property used 
in a trade or business, or of property held for the production of income, 
as would permit sooner recoupment of invested capital in such property 
in order to afford the recoupment of the amount invested nearer to the 
amount of the allowable depreciated value. 

Experience will disclose frequent instances wherein the allowable 
depreciation amounts to only about from 40 to 60 percent of the costs 
required to meet and replace property or equipment used in business— 
the results of which create a situation in which the small-business man 
finds himself short of capital for required replacement and improve- 
ments to enable him to effectively compete in the market place with 
those who have the capital or are able to command new capital. 

To illustrate, I am reminded of the recent editorial which appeared 
in the Cleveland Plain Dealer, headed, “Have You Heard the Story 
About the Lathe Which Cost $12,000 in 1942, But Which Took 
$1,250,000 of Sales To Replace?” 

This is the story: 

In 1942, Thompson Products Co. bought a lathe. The cost was $12,000. Under 
Federal tax laws, the cost could be depreciated over a period of 14 years. So, in 
1956, when the lathe had to be replaced, Thompson had $12,000 set aside, plus an 
additional $1,000 which was the resale value of the old lathe. 

However, in 1956, the same model lathe that sold for $12,000 in 1942 was priced 
at $35,000, and a new model with attachments to meet the advanced needs of the 
industry cost $67,000. 

Hence, the company found itself with only $13,000 to buy a $67,000 piece of 
equipment. 

The additional $54,000 had to come from profits. But in order to clear $54,000, 
Thompson had to make a profit of $112,000 before taxes, and in order to make 
that much profit, the company had to sell more than $1,250,000 worth of products 
to customers. 

It took a $1,250,000 of sales for the company to replace 1 lathe. 

Senator Morse. I commend you for that. That, in my opinion, is 
the best example that I have heard given to this committee. That isa 
beautiful example. 

Mr. Moen. Thank you, Senator. 

(3) Permit the self-employed as partners or as individual pro- 
prietors a means to provide tax-free, qualified old-age pensions as are 
permitted corporate employees, whether executives or ordinary labor- 
ers. The purpose of this suggested measure is self-evident; argument 
in its behalf is provided in a bill now pending in the House, entitled 
“Jenkins-Keogh bills, H. R. 9 and H. R. 10.” 

(4) Amend the excise-tax provisions in line with the recommenda- 
tions contained in the Reed bill, entitled H. R. 3864, which seeks to 
amend the Internal Revenue Code of 1954 to change the tax on toilet 
preparations—which ought also be extended to the other items— 
from a retailer’s tax to a manufacturer’s excise tax. The purpose of 
this suggested measure is manifold, but two in particular, namely, the 
tax burden, while it is dubbed as a consumer’s tax, it is invariably 
imposed on the retailer, and it further imposes expensive recordkeep- 
ing, adding to the costs of doing business, as well as consuming a lot 

of costly time and inconvenience in report making, which is multiply- 
ing almost beyond endurance by the Federal, State, and city taxing 
divisions, all of which add to the burden and inability for the small- 
business man to compete in the market place, and frequently remain 
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in business. It is becoming evident more and more that the overload 
of taxes jeopardizes the sy stem of independent enterprise in America. 
In this respect your own committee’s report highlights the fact that 
in 1956 small-business failures totaled 12,686, which represents a 16- 
percent increase of 1955 and post-World War II high. Retailers 

ranked second highest in business failures last year. ‘Figures show 
that 6,341 stores closed their doors in 1956, this being 18.8 percent 
higher than retail failures in 1955—all of which is occurring in the 
midst of a so-called boom. 

In addition to the above suggestions, I urge consideration by this 
committee to propose legislation as would prevent the destructive 
methods of competition in the market place now rampant in every 
phase of distribution. 

Thank you. 

Senator Tuyn. Senator Humphrey ? 

Senator Humpnurey. No; only to commend Mr. Moen, whom I 
know well, as you do, Senator, for this fine statement and to say to 
him that it seems to me that while the Reed bill has some merit to it 
in the sense that it would make the excise tax a manufacturer’s tax 
like we have on playing cards, for example, that the best thing to do 
about it is to get rid of that particular tax. I have never for the life 
of me been able to see why a bottle of hand lotion should be taxed. 
It also ought to be noted that practically every merchant in the coun- 
try has had to spend a small fortune to equip himself with cash regis- 
ters and so forth to keep track of these tax items. I heard somebody 
this morning say they ought to get a deduction of $300 for the labor 
that goes into figuring up social security; they ought to be behind a 
retail counter sometime and try to figure out who collects the tax 
and who doesn’t collect the tax from the clerks. Right? 

Mr. Moen. We certainly agree with you, Senator. We don’t think 
we should have it at all, but 1f we have to have it, this excise tax does 
work on many, many items today—as I understand, on rifles and 
Kodaks, cameras, things like that—it does work on the manufacturer’s 
level, and I understand on many hundred items today, so if we have 
to have the tax and it is absolute sly necessary, then of course we would 
like to see it on the manufacturer’s level. 

Senator Humrnurey. The other point is that the Bureau of In- 
ternal Revenue finds a rather lucrative hunting ground in going 
around seeing whether or not everybody collected that tax on toiletry 
items, and so forth; if you had the tax at the manufacturer’s level, 
they would collect the tax—period—and you wouldn't have merchants 
harassed half to death. 

Senator Torr. Senator Morse? 

Senator Morse. No questions. 

Senator Tuysr. Congressman Wier? 

Mr. Wrer. No questions. 

Senator Tuyr. Counsel ? 

Mr. Ertcxson. No. 

Senator Tuyr. Thank you, sir. It is a very good statement. 

The next person will be Mr. Perry. 

Mr. P erry, you may proceed in whatever manner you desire. You 
can either read your statement, or it can be filed for the record, and 
you can elaborate on it, whichever you think you would like to do. 
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STATEMENT OF M. M. PERRY, PLEWS OILER, INC., 
MINNEAPOLIS, MINN. 


Mr. Perry. I expect all of you would rather I read it. 

Senator Tuyr. You may proceed. Mr. Perry, would you identify 
yourself for the record, please ¢ 

Mr. Perry. M. M. Perry, Plews Oilers, manufacturers of boilers 
and automotive :nd industrial supplies. 

My reference to small business in the following includes businesses 
with earnings from $25,000 to $1 million. ‘The same tax rate ap- 
plies to small business as it does to big business but, unfortunately, 
the amount that can be retained for expansion purposes for the small 


business after taxes is a drop in t ng bucket, because of the cost of 
hew equipm ont, tools, dies, et cete? The large companies of today 
all enjoyed their growth duri ng a inoue different tax period 


and they resent, very much, any of the small companies having that 
same sort of opportunity now. 

' free enterprise is to continue to be the crux of America’s tra- 
ditional industrial success, something must be done to even things up a 
bit and let more businesses grow and develop. Unless this is done, 
eventually big business is going to get so big that we will automat- 
ically move into a socialistic government because the Government 
will have no other alternative than to take over business. 

The large company, needing additional capital for expansion, can 
readily tap public-investment money. It secures its funds for capi- 
tal at a low cost per dollar obtained, generally below 2 percent out of 


bond issue, or approximately 10 percent on stock issues. Yet a small 
company considering a stock issue of less than $500,000 finds today 
that most investment houses are reluctant to handle an issue that small. 


Secondly, the expense of floating secur ity issues would be 25 to 30 per- 
cent, which is obviously prohibitive to the small business, and it 
must look elsewhere for financing. While short-term credit is avail- 
able to the well-established small business, it is difficult for it to find 
a souree for long-term capital, to be used for expansion. It must 
depend largely upon retaining earnings for its expansion, and the 
present tax structure virtu: rally eliminates this source. 

Per the above, small business cannot accumulate expansion capital 
on a similar basis to big business. However, the small business has 
to go along with the labor pattern that big business sets up, with all 
the fringe benefits and the hourly wage rates, it therefore cannot 
accumulate the capital to increase its research and development 
divisions. 

Big business, in many instances, receives grants from the Govern- 
ment for research which is supposedly used for defense research, but 
in many, many instances provi des research and new development for 
new products for the company, other than defense needs. 

The smaller manufacturer who wants to enjoy increased earnings 
by new and additional volume requires more working capital to do it. 
Under the present tax setup, little is left to plow back into the busi- 
ness. For example, in a company increasing its volume to provide 
additional profi ts of $50,000. only $20,000 to $25,000 can be kept after 
taxes. Most of this already has been absorbed by increased capital 
necessary for the higher accounts receivables and higher inventory 
needed for that increased volume. Needless to say, what is left of 
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the $25,000 then, will not go far in the way of expanding by purchas- 
ing new equipment, tools and dies at today’s high costs for these 
items. In many instances on the other hand, the large corporations 
that can take work on defense contracts, are allowed fast writeoff 
privileges on these same items. While it is true small companies do 
some Government business, they are not granted these privileges. 

It should be noted here that while it is impossible for the small- 
and medium-size companies to compete with the real large com- 
panies and all of the things described above, the sm: i and medium- 
size companies do have to compete with the large companies as far 
as labor is concerned because they set the pattern and small business 
has to pay the same sort of wage rates with the same number and 
type of fringe benefits. 

I don’t know the total number of mergers and acquisitions of small 
companies by large companies during the last year, nor to date this 
year, but I kept track of those listed in publications for just a week 
or so during 1956, and it ran into an average of about 20 a week. 
It simply indicates that the small companies have no other alternative 
than to take advantage of capital gains and sell to a large company 
because they cannot acquire enough capital to afford reason: able ex- 
pansion program and at the same time, permit their executives to 
take reasonable income from their own companies. In this respect 
also, a higher tax rate on earnings over $1 million would tend to dis- 
courage such mergers, affording small business a break and encourag- 
ing them to continue the fight. 

Considering that a corporation such as General Motors, which has 
over 40 divisions, all of which are big business and many of which 
come out with new products or additions to their line each year, 
these in the past have been manufactured by several smaller manu- 
facturers. In the past 10 years, several GM divisions have infringed 
on other manufacturers’ products and I do not mean with new pat- 
ented or improved products, but simply products that the patents 
have run out on. So now these small firms lose part of their market 
to GM. 

One of the best examples is the radiator cap and the gas tank cap. 
For a number of years, there have been several small, but good com- 
panies, manufacturing these items for both the original equipment 
automobile manufacturers and the aftermarket. A few years ago, 
7 no good reason except that they wanted to increase their line, the 
AC division of GM, started making radiator caps and gas tank caps 
a now also merchandise them to the aftermarket, as well as to 
General Motor’s car divisions. If they had “ ‘veloped a much better 
cap in their research, it wouldn't be so bad, but they haven’t. Their 
excuse is, of course, that the several manufacturers could not furnish 
enough caps for the car divisions and consequently, AC made them for 
the car divisions and then went on into the aftermarket. A complete 
investigation would show that this is definitely not true. The other 
manufacturers could supply the demand for the car manufacturers and 
at = prices, but General Motors have gotten so doggone 
greedy for the replacement and accessory market, as well as the car 
market, that nearly every one of their divisions are going into prod- 
ucts heretofore made by a number of smaller manufac turers, 

I might interpolate a little bit there. We, 4 years ago, made some- 
what of a survey of the radiator cap and gas tank cap business and 
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were going to go in it, and in fact had literally placed orders and 
arranged to borrow the money to put in approximately $32,000 worth 
of new equipment, automatic equipment, to make these. About the 
time we got ready to go, AC made their announcement of their line, 
and we knew, while we could compete with the other manufacturers in 
distribution and manufacturing, that we would be putting our head 
against the wall as far as AC was concerned. 
Senator Tuyr. Had you acquired the equipment ? 

Mr. Perry. No; we were able to cancel all of it. We had it on 
order. 

Senator Tuyr. What did you turn. to then, just for my own 
curiosity ? 

Mr. Perry. We have added several new items to our line, but not 
items that had the potential and the opportunity that we thought that 
had. 

Before World War II, and even for several years after the war, 
automobile manufacturers purchased their horns from several smaller 
companies manufacturing horns. The most important probably was 
the Sparton Horn made in Jackson, Mich. Several of these smaller 
companies were doing a nice little business, and Sparton was doing a 
good part of the original equipment, as well as aftermarket volume, on 
horns. In fact, it ran close to $8 million volume. 

Shortly after the war, Ford, Chrysler, and GM all decided that 
they should use some of their facilities that they had used for war 
production for the production of horns. Inasmuch as all of the basic 
patents were obsolete, they went into the horn business and now the 

ig Three all make their own horns, and also market them in the 
aftermarket. Asa result, some of the companies went out of the horn 
business entirely, even folded—in other words, went broke. Sparton 
got into such a position that they had to be refinanced and are now 
making horns for the marine and the aftermarket in the automotive 
field, competing with their old and original customers for whom they 
pioneered. Sparton’s horn business now has dropped to Jess than a 
million in volume. It should be noted that none of the Big Three 
came up with anything new, or patentable, in the way of horns but 
simply “Chinesed” Sparton and the other horn manufacturer’s prod- 
ucts and went at it. Consequently, they are limiting the potential 
progress and the growth of the smaller manufacturers. I use General 
Motors as an example; however, there are a lot of other large busi- 
nesses in the automotive and other fields that have done and are doing 
the same thing. 

I should probably add that this sounds as if I am picking on Gen- 
eral Motors, but I am more familiar with it because it is in the same 
automotive field that we are in. About 70 percent of our volume 
is in the automotive field. However, I understand from people I 
visited with that the steel industry and several others have had the 
same problems. 

It is interesting to note that in 1956, the AC division of General 
Motors had a 41-percent increase in their automotive aftermarket 
parts and accessory sales. Mind you, that was last year. <A large 
part of this increase is from parts and accessories that they have 
started manufacturing for the aftermarket during the past several 
years. They are not new developments brought along by General 
Motors research, but simply copies of merchandise that has been 
manufactured by several smaller manufacturers for some years. The 
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fact is that GM has a great deai of distribution advantages; they 
can really go to town and curtail the potential of the small manu- 
facturers in a big way. 

The fact that the large companies are making over three times the 
profits that the smaller companies are making per dollar sales, is 
easy to understand because the large manufacturer has every advan- 
tage in purchasing, research, development, and so forth. 

I haven’t seen the recent satistics, but in 1955 it is a fact that the 
manufacturers doing less than $250,000 in sales made a profit of 2.5 
cents—before taxes—per dollar of sales, versus the 9.7 cents per 
dollar of sales profit for those manufacturers doing between $10 mil- 
lion and $100 million business. I’m sure the situation in 1956 and 1957 
has not improved. It’s probably worse. These figures point out fur- 
ther that small business is at a terrible disadvantage for any kind of 
any expansion program. 

Most of these real large companies are spending money for so- 
called institutional advertising simply because it is 50- cents-on-the- 
dollar advertising. In other words, it is all deductible. I refer par- 
ticularly to the series of advertisements that have been running in all 
large and popular publications by General Motors, propagandizing 
the fact that they support small business. Of course, they can point 
to a number of manufacturers from whom they do buy merchandise, 
but if the number of companies and the amount of business they do 
with small companies now, as compared to even a few years ago, were 
to be checked, it would be found that it is comparatively small, both 
in number and dollarwise. They have either bought up smaller com- 
panies or started making their own parts and accessories in many, 
many instances. 

A short time ago, a publication noted that the Gabriel Co., who 
manufactured shock absorbers, was faced with a serious problem. 
In addition to the fact that their shock-absorber business had been 
disappointing during 1955 and 1956, they had lost literally all of the 
OEM business—which is original equipment manufacturing busi- 
ness—they once had with Ford, Chrysler, and General Motors. Some 
time ago, General Motors started making their own shock absorbers 
and firms such as Gabriel, Monroe, and Houdaille, who have more 
or less pioneered the shock-absorber business, were left out in right 
field with a shortstop’s glove; in fact, without a glove at all. This 
is just another instance of how General Motors and other huge firms 
have made it rough for the independent manufacturers. 

While I believe the bills sponsored by Senator Sparkman and 
cosponsored by Senator Humphrey are a good start, I do not believe 
the sliding-scale tax setup is severe enough to keep the huge com- 
panies from getting larger. The following is what I think would be 
fair and reasonable tax sliding scale that would not affect the Gov- 
ernment’s revenue adversely; in fact, it would probably increase it 
considerably because the smaller companies would soon be expanding 
and growing and thereby moving up into bigger tax brackets. 


Percent 
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This sort of a sliding scale would put small business on a more 
equitable basis with medium-size business and would put the medium- 
size business on a more equitable basis with the large companies. The 
net result will be a large number of good-sized companies, but not 
more huge firms, and will mean a much more stable industrial nation. 

Another place that big business is hurting small business is their 

gradual elimination of subcontracts to the small manufacturers. As 
ee continue to increase their plant facilities, they start manu- 
facturing many parts they normally purchased. This has been very 
evident, even in the Twin City area, by such companies as Minneapolis- 
Honeywell, Minnesota Mining, and others. 

It is also a known fact that the Federal tax, or Internal Revenue 
Department, takes the stand that the large corporations are supposedly 
policed by their stockholders and, consequently, are not examined and 
investigated in the same manner as the small companies. Almost 
without exe eption, every small company is delved into completely, 
and every entertainment bill, club membership, and so forth, is ques- 
tioned, while the large corporation not only pays anywhere from 50 
to 100 executives huge salaries of $50,000 to a half million or more, 
but also pays for all their club bills, flies them in company planes 
on vacations, and so forth. The executive in the small corporation, 
who is really crowding to even take $20,000 to $30,000 per year salary, 
is questioned on his club bills, entertainment and travel expenses, 
right down to the t. The number of cars furnished for executives 
a the large corporations are buried with the numerous salesmen’s 

‘ars; consequently, questions are never asked. In fact, they get by 
with murder as compared with small companies. It is a most unfair 
situation, and the Government is losing thousands and thousands of 
dollars in taxes from the large corporations. 

The administration pat themselves on the back by pointing out the 
setup of the Small Business Administration. The only thing that 
this setup has provided has been that it has permitted small business 
to get further in debt and, consequently, has added more troubles 
rather than improve small-business climate. 

It is a foregone conclusion that, unless something is done soon to 

slow up the large companies or put them on a more equitable basis 
with the small companies, the opportunity and incentive for small 
businesses to grow will disappear. It will create, instead, a climate 
of cartel and monopoly in this country such as Europe experienced 
two decades ago. 

Again ! would like to make the observation that I did not intend to 
pick on General Motors. I was with General Motors for years before 
I went in my own business, but it is familiar to me because they are 
competitive, for one reason. 

Thank you, gentlemen. 

Senator Tuyr. Senator Humphrey, any questions / 

Senator Humpnrey. I believe that Mr. Perry has been exceedingly 

:ndid with us, and his candor has been supported with factual obser- 
vations and documentation. This whole problem of mergers seems 
to be attracting more and more attention, as it justly should, and some 
of the other witnesses, as you know, have commented how the tax laws 
benefited the merger or gave an incentive to merger. I have often won- 
dered just what you do about the problem that you face us with—this 
business, for example, of making parts and accessories, such as General 
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Motors does. You can’t keep them out of the business. They have a 
right to go into the business, and your answer to it is a higher, gradu- 
ated income tax; is that it ? 

Mr. Perry. Yes. I believe, and this is my personal belief, that if 
the smaller or medium-sized companies are given more of an oppor- 
tunity to grow and to expand their business they can be more competi- 
tive, and a lot of those things that present themselves would not at- 
tract General Motors or any other big corporation. They would say, 
“Well, we can do business with this company.” 

Senator Humpurey. This rate of earnings on sales which you al- 
luded to and which Senator Douglas yesterday spoke about in consid- 
erable detail and with actual facts and figures and Government rec- 
ords, this rate of earnings relating as between large business and 
smaller business is really very revealing, and J think it just shows 
what a small-business man is up against. How can you remain com- 
petitive when your rate of earnings is one-third of that compared to 
a large company? And then, when you get to look for credit, let’s 
face it, a banking institution that has responsibility for other people’ s 
money and starts to lend money is going to make the loan where there 
is the least risk, so the answer seems to me to be to retain earnings. 

I am just thinking out loud with you. It seems to me one answer 
is to retain earnings and get a graduated income-tax base that will 
permit you to retain earnings and to use earnings as you want to use 
them. I think the freedom of the use of enrnings is tremendously im- 
non unt, mi aybe even more so than the deduction for invested capital, 

even though that may have some merit to it. 

Mr. Perry. That’s right. 

Senator Humpnrey. We could go into this a long time. I will say 
it is a very interesting document, and, apparently, you got this ma- 
terial out of trade journals; is that correct ¢ 

Mr. Perry. Trade journals, Wall Street Journal; principally trade 
journals and Wall Street Journal. 

Senator Humpurey. This is some of the same sort of material that 
Senator O'Mahoney and Senator Kefauver have been presenting in 
Washington at their hearings. Their hearings are very good reading, 


may I suggest, for anyone who is concerned about the monopoly and 
merger picture. 


Senator Tuyr. Senator Morse, any questions ? 

Senator Morse. I think it is import: nt that you present this material 
to legislators. I think it is likewise very important that you present 
it to business groups. I used to be president of my Rotary Club, and 
when I was president I put on a series of programs that my club 
members came to call seminars in economics of business problems. If 
I were president of the Minneapolis Rotary Club, I would have you 
on an early program with that testimony. At least it would stir 
up a little discussion, which is rather important, I think, if business- 
men are going to help solve their own problems and if we are going 
to be of help to them legislatively. I think it is very, very provocative 
testimony. 

Mr. Perry. I am a rotarian, but I have never posed anything like 
that. I have presented not this complete but it has’ been discussed 
in the NAPA, which is our trade organization, the automotive parts 


trade organiation. It has been discussed with both the board and 
the committees on that. 
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Senator Ture. Congressman Wier? 

Mr. Wir. I can only suggest that maybe you try to get one of 
those 5-year tax writeoffs. 

Mr. Perry. I would like that. 

Senator Tuyrs. Has counsel a question ? 

Mr. Erickson. No questions, Mr, Chairman. 

Senator Ture. As to the graduated tax, had you given any thought, 
Mr. Perry, as to whether that would lessen the revenue or hold “the 
revenue of the Treasury Department at about a level ? 

Mr. Perry. It would seem to me—and this is just roughly my own 
figuring, so I wouldn’t want to go on record on it as far as that is con- 
cerned—but it would seem to me there are many small companies or 
comparatively small companies such as ourselves that have the same 

roblem, that we rapidly get into higher brackets and that you would 

ave a lot more of them, and the increased revenue at the higher tax 
bracket from the huge companies—and of course there are several 
hundred companies or over a hundred companies that make a hundred 
million—it would make up a lot of difference. 

Senator Tuyr. Thank you, sir. 

Senator Humpurey. I don’t want to hold Mr. Perry, but I would 
like to know how come some of the large business organizations don’t 
bring this material to our attention. Now, I am assuming that the 

material that you have presented is material that can be documented. 

Mr. Perry. Definitely. 

Senator Humrurey. I accept 1 your testimony on face value as to its 
veracity. What I want to know is why the United States Chamber, 
the NAM, or others don’t bring in this kind of material as a part of 
the problem. Weconstantly hear about the problem of small business, 
and the problem is taxes and the problem is financing, but when you 
get into this question of how big business absorbs a market or how 
mergers develop, for some reason or another, there is a lack of informa- 
tion. Isthis beyond the pale of discussion ? 

Mr. Perry. Literally, this same thing was presented to the National 
Chamber of Commerce, and, in my opinion, the national chamber tried 
to do so many things, instead of taking out 1 or 2 of the more impor- 
tant, such as the corporate-tax structure, they spread themselves so 
thin that actu: lly I don’t think they accomplis shed nearly as much 
with their legislation as they should, and literally this same paper 
was presented to the national chamber not long ago, and the same 
information has been forwarded to NAM. However, we do not belong 
to that. We belong to the national chamber, and we have had consid- 
erable discussion with them about it. 

Senator Tuyr. Mr. Perry, do you have aspirations to reach such a 
magnitude in the business world as Honeywell and Minnesota Mining? 

Mr. Perry. Well, I wouldn’t say that, but I have aspirations for 
being considerably lar ger. 

Senator Tuye. I can recall when they were small business. 

Mr. Perry. That’s right; that’s right. 

Senator Tuyr. And they have grown by the mere fact that existing 
in our economy was the opportunity. 

Mr. Perry. ‘That’s right. 

Senator Tuyr. And they have grown, because I can recall—and I 
am not ancient—when both Honeywell and Minnesota Mining were 
relatively small business. 








TAX PROBLEMS OF SMALL BUSINESS 881 


Mr. Perry. Sure, but most of those companies, too, along with ter- 
rific wartime business, and so on, had a completely different tax struc- 
ture than they have now. 

Senator Ture. That is prior to, of course, the income tax, and prior 
to the high levies of World War II. 

Mr. Perry. Sure. 

Senator Tuye. And during that period. 

Mr. Perry. You could put 75 percent of your earnings back in the 
business then. 
Senator Tuyr. As to the Honeywell growth, though, is that true? 

Mr. Perry. I think so. 

Senator Torr. Minnesota Mining—I am asking you the question for 
the reason of trying to amplify it further so that the record will show 
and be more understandable when we endeavor to study it. 

Mr. Perry. Sure. Your tax structure wasn’t nearly as bad as it is 
now, even until after the Second World War. 

Senator Tuyr. The Second World War. 

Mr. Perry. Yes. 

Senator THyr. You had a much higher percentage tax during the 
war years and the immediate postwar years than you have today. 

Mr. Perry. That’s right. 

Senator Tuyr. Your testimony was most interesting, Mr. Perry; in 
fact, very much so. 

The next person is Mr. D. B. Taylor, of the Taylor Building Sup- 


plies, Marshall, Minn. 


STATEMENT OF D. B. TAYLOR, PRESIDENT AND MANAGER, J. F. 
TAYLOR & SONS, INC., MARSHALL, MINN. 


Senator Ture. Mr. Taylor, you suffered a lot of flood damage out 
in that area of the State this past spring and summer. 

Mr. Taytor. We had about enough water to last us for a while. 

With the permission of you gentlemen, I would like to supplement 
my testimony with just a few remarks. I believe the testimony is in 
your record. 

Senator Tuyr. The testimony will be a part of the record, and then 
you proceed at your own pleasure. 

(The prepared statement of Mr. D. B. Taylor is as follows :) 


STATEMENT BY D. B. Taytor, J. F. Taytor & Sons, INc., MARSHALL, MINN. 


My name is D. B. Taylor, and I am from Marshall, Minn. I am the president 
and manager of J. F. Taylor & Sons, Inc., a retail building-material firm, which 
is a small family-owned corporation. 

Marshall is a very progressive small town of 7,000 population in the western 
part of the State, near the South Dakota line. We are strictly an agricultural 
community and our retail establishments are, largely independently owned 
concerns. 

Like many other retail building material firms throughout our area, we are 
faced with many problems in today’s economy. Our greatest concern, quite nat- 
urally, is the profit picture of our business. We find it difficult to show profits 
at the end of our year’s business but much more difficult to retain enough of our 
profits to assure our continued existence and growth. 

Higher cost of operation from year to year, increased inventory costs, higher 
replacement costs of machinery and equipment, are all a factor in our profit 
picture. This, we feel, we could cope with but we are unable to cope with our 
income taxes. We find the Federal income tax structure, under which all small 
corporations are compelled to operate, deprive us of the chance to retain enough 
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of our small profits to assure us that we are going to continue to replace our 
machinery and equipment, carry a suitable inventory under the advancing prices, 
and continue to grow, even at a very small rate, and which must be done to assure 
the continuation of any business. 

Under the present Internal Revenue Code all corporations, large or small, 
must pay at least 30 percent income tax on their net profits. A half-way suc- 
cessful operation must pay 52 percent and up. While big and little business 
alike are subject to these rates, big business is able to retain a substantial amount 
of its profit dollars because of the size of its operation. Its large volume of 
Sales and its ability to effect economy in its operation, due to its large volume, 
enable big business to show larger percentages of profits to begin with, and 
while tax rates are the same, the amount of dollars left, after taxes, is much 
greater. This can be used as equity capital and can be supplemented with stock 
issues, which increases the ability to grow and expand. 

Small business must rely on 48 percent of its take-home profit to do this job. 
After the stockholders have been paid a portion of this 48 percent there is very 
little left which can be used for any purpose. Small business must then rely 
entirely on a limited amount of credit from their bank to supplement their equity 
capital. 

The small corporation today, must have quick and direct relief as far as income 
taxes are concerned. There is no other one thing that Congress might do, that 
would be as beneficial to small business, and assure its continuation. 

The Federal tax structures, as it is today, is driving small business into ob- 
livion. This present tax structure is forcing many small-business men, who have 
successfully operated their business for many years, into a position where they 
feel that they must sell. There are two reasons for this. One is the fact that 
this particular individual, or group of individuals, no longer care to fight the 
everyday battle of business and keep only 48 percent of the profits. They also 
find that they are unable to pass the stock of the company to other members of 
the firm or to members of their family, without paying extreme penalties and 
robbing the companies of needed capital. The other is the fact that many small 
corporations find that they no longer have the capital or credit with which to 
keep pace with the ever-mounting costs of operation, inventories, and replace- 
ments. : 

When these businesses find themselves in such a position they find that they 
are unable to find a buyer for this particular business, with the exception of large 
corporations, because other individuals or groups of individuals, find themselves 
in like circumstances. 

Unless direct relief is forthcoming, and in the very near future, you will find 
many fewer small businesses and they will be forced to merge with large cor- 
porations. Small business is doomed under the present income-tax laws. 

Under the present tax laws, a small corporation finds it impossible to transfer 
ownership of stock in the corporation, without subjecting itself to very strenuous 
capital gains tax. This is money which is part of the capital structure of the 
company and is badly needed to assure the continued, successful operation of the 
company. Perhaps the transfer of stock is brought about by the retirement of 
the senior member of the firm and he wishes for the remaining stockholders to 
have the benefit of any continued growth of the company. He is no longer 
interested in growth to his estate but because of necessity, is interested in inter- 
est on his investment to provide him with a living income. 

Under the 1954 Internal Revenue Code, a minority stockholder is construed as 
an owner of all of the stock. This is especially true in small family corporations. 
Because of this, if the ownership of the stock, is transferred, even though there 
be no money involved in this transfer, this company is subject to heavy tax penal- 
ties, which can cripple the financial position of the company. 

This is simply a method of taxing property and in our opinion is wrong. The 
capital today, of any small business, has been accumulated, through the retention 
of profits, and has already been subject to tax. This method of taxation should 
be eliminated as it is simply double taxation. The 16th amendment to our 
Constitution gave Congress the power to tax income. Under this form of taxa- 
tion you are not taxing income but are taxing property. We feel that this 
is wrong and feel that steps should be taken to correct this. 

These points may also be considered as far as estate taxes are concerned. The 
hard dollars, or the earned profits of the business, have once been taxed, and if 
they must again be taxed, at the time of disposition of stock, through estate 
transfers, we feel that consideration should be given to the inflated value of this 
stock, or in other words, the cheap dollars. This again amounts to double taxa- 
tion and can be termed a tax on the devaluation of our dollar. 
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Today many corporations are forced to liquidate a portion of, or all of their 
holdings in order to pay estate taxes within the 15-month period allowed them. 
In order to allow the business to continue, and to successfully operate, a time 
period should be allowed, and the heirs be permitted to pay these taxes on an 
installment basis, for a period of possibly 10 years. 

A retention of part of the earnings of small business, which could be set aside 
before taxes, as a cash reserve to be used for the purpose of paying esiate taxes 
would be of great help to all small business. This could be done on a percentage 
of net profit, thereby making it equitable to all business. 

I would propose that all business be treated the same as individuals. Let 
everybody start even. Instead of 30 and 52 percent on corporations, start taxing 
them on the 20-percent basis, the individual rate. Increase this rate the same 
as individuals. Eliminate taxes on the distribution of profits, and let the stock- 
nolders pay this as income. By so doing double taxation can again be eliminated. 

Put a ceiling on taxes of not to exceed 50 percent. Let all small business have 
a chance to help build a bigger, better, and stronger economy by being able to 
expand, employ more people, buy more new and better equipment, pay their 
employees a better wage, and assume some of the social obligations that our 
Government now finds it necessary to do. 

Taxes in excess of 50 percent of the earned profits of a business cannot be 
classified as taxes but are no more than the confiscation of property. 

We feel that our tax laws are much too complicated and could be simplified 
to a great degree. Whether we allow partnerships or proprietorships to be taxed 
as corporations, or whether we permit taxpayers to use alternative methods of 
depreciation and many other such points, are not as important as adopting a 
concise, clear-cut revenue code, which could be understood by all and adhered to 
without, from time to time, obtaining special rulings from the Department. 

Mr. Tayzor. I want to apologize. I don’t represent small business. 
I discovered that I represent insignificant business. 

I am going to talk about a small retail lumberyard in our area, 
giving you an example of what I am talking sleet In the 4-State 
area with which we are concerned, Minnesota, Iowa, and the 2 Da- 
kotas, there are about 2,758 retail-owned establishments or building- 
material establishments. Of these 2,758, 1,193 of them are independ- 
ently owned and operated businesses. This number has dropped since 
1955 about 50 yards. In other words, 150 of these yards have gone 
out of business. 

That is primarily due to the fact that has been brought out before 
today many times—small businesses such as we represent are unable 
to cope with the increased cost of operation. We can’t retain enough 
of our profits to supplement our costs of inventory, accounts receivable, 
replacement of machinery and equipment, and so on. 

Mr. Erickson. May I interrupt a moment? Do you know if those 
figures represent the firms that were purchased by other firms? Does 
that reflect the mergers— — 

Mr. Taytor. None of them were mergers, sir. Some of them were 
outright closings. I can’t give the exact figures. 

Mr. Erickson. In other words, at least 150 independent firms went 
out of operation as independent firms. 

Mr. Taytor. Independent and line-yard-owned companies. This is 
a combined figure. The line-yard companies, many of them, smaller 
towns, have been closed. The business has been absorbed by the larger 
points. 

You spoke today about national or percentages of profit as far as 
large corporations are concerned running, I believe Senator Morse 
said, as high as 14 percent. The national average of lumberyards was 
less than 3 percent on sales. I am talking about a retail yard which 
is doing a very good job if they as an average do $150,000 worth of 
business. Three percent of that is $4,500. You take your 30 percent 
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tax, we are not even concerned about the 52 percent bracket, believe 
me. You Wecrease that, you have a total net after tax of $3,000. 
Out of that $3,000, giving an example, I was interested in purchasing 
a new posting machine the other day that cost $2,400. A new truck 
would cost us $3,000. Out of this business, buying a new truck and 
posting machine, we can’t do it from retained profits of 1 year’s 
business. 

Senator Tuyr. Would you mind a question at that point? Are you 
affiliated with the line company, or are you an independent company ¢ 

Mr. Taytor. We are an independent company, a family owned 
corporation. Itis operated entirely within our family. 

Senator Toyz. How many yards do you have? 

Mr. Taytor. Just one yard. 

Senator Torr. At Marshall? 

Mr. Taytor. Yes. 

Senator Ture. You buy on the open market, whether it is from one 
lumbering firm or another ? 

Mr. Taytor. That is right. 

Senator Tuyr. Thank you, sir. 

Senator Humpnrey. Is your 3 percent after taxes or before? 

Mr. Taytor. After taxes. 

Senator Humpnrey. You are not a corporation ? 

Mr. Taytor. I beg your pardon. I am wrong. That is 3 percent 
before taxes. 

Senator Humrnurey. You are a proprietor, not a corporation. 

Mr. Taytor. We area corporation. 

Senator Humenrey. If you were a proprietor, in that instance all 
your deductions for the family and for whatever else would be 
deductible items. 

Mr. Taytor. Yes. This was net profit before taxes. 

Senator Humpnrey. Then you get into the corporate tax bracket 
on that amount. 

Mr. Taytor. Yes, sir. 

Senator Humpnrey. I wanted to get that point. 

Mr. Taytor. Another thing that we small businesses are concerned 
with and especially small corporations is transfers of stock, and in our 
circumstance many of these corporations are family owned concerns. 
You get to the point where one member of the firm wants to retire, 
wants to quit business, and he wants to transfer the stock to other 
members of the family, and under today’s capital-gains taxes it is im- 
possible to do so because with these profits or the value of the company 
and the subject of tax, you don’t dare take this money from your 
capital structure—if the money is there to be taken from the capital 
structure—and I would personally like to see something done about 
that in the next legislature. 

The State taxes are much the same. I feel that a retention of profits 
from a year’s business that could be set aside for the eventual payment 
of the State taxes would be a wonderful thing. I think this possibly 
could be done on a percentage basis, a certain percentage of the profits 
to be set aside to be used for the eventual payment of State taxes, 
which would affect all companies the same, large or small. 

Mr. Erickson. Right at that point, do you feel that it would be 
more useful to have tax anticipation certificates or tax anticipation 
which set aside as you have just suggested rather than installment pay- 
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ments after the debt? Don’t you feel that the after-debt payments 
would be more efficient than the useless setting aside of funds? 

Mr. Taytor. If they could be spread out over a long enough length 
of time, yes. 

We personally would favor a lowering of tax rates on small 
corporations. I would like to see them put in on an individual basis 
more or less, and also I would like to see a ceiling put on taxes. 

Senator Tuyr. Mr. Taylor, would it be of benefit to you if you were 
in a partnership ? 

Mr. Taytor. I don’t believe it would, Senator, no. We have dis- 
cussed that with our accountant. I am not informed on these things. 
He advises us that it wouldn’t be of any particular advantage. We 
realize that the Government needs this tax money. We realize that you 
gentlemen are faced with problems where it is not necessarily our prob- 
lem that has to be considered, it is the problem of Government, but 
if a ceiling were put on taxes, if a lower rate of tax could be effected, 
we think a lot of tax could be picked up on companies who now are 
nontaxable organizations, such as your cooperatives, mutual savings 
and loans, and so on. 

Another thing I think would be of more benefit to small corpora- 
tions would be a retention of profits that would be used for capital and 
growth. This could be done before taxes, and that could be confined 
entirely to inventory and depreciable assets. 

I certainly appreciate the opportunity of appearing before you. 

Senator Toye. Any further questions ? 

Senator Humpurey. I want to thank you Mr. Taylor for this testi- 
mony. 

Mr. Erickson. Mr. Chairman, one further question. 

Senator Tuyr. Counsel ¢ 

Mr. Ertcxson. You did suggest, if I can find where it was—and, 
of course, we realize that you rely on your accountants and profes- 
sional advisers on whether or not you inc orporate, and there are 
many factors involved in whether or not a business should operate 
as a corporation rather than an individual proprietorship or p: wrtner- 
ship, but I am wondering, sir, if you know now or if you might find 
out for the committee whether, if you were provided an election to be 
taxed as a partnership, even though operating in a corporate form, 
you would make such an election. 

Mr. Taytor. I would be very happy to get that information for 
the committee. 

Mr. Erickson. I think it would be of use to the committee. 

Senator Humpnrey. You mean on a yearly basis, too; don’t you? 
So, you could take option, you could evaluate your earnings each 
year and decide whether or not you wanted to be taxed as a partner- 
ship or corporation ? 

Mr. Taytor. I will get that information for you. 

Mr. Ertcxson. On the basis of the facts as you have related them 
here today it would be of interest to me, and I think to the committee, 
to know whether or not you, yourself, your firm, would choose to be 
taxed as a partnership if you had that alternative. 

Senator Trrye. Your statement here will contain that information. 
We will leave this open for a couple of weeks, and if we receive the 
information it will be made a part of your statement. 
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Senator Tuyxr. Next will be Mr. Hugh Lindsay, the Lindsay Bros. 
Co., of Minneapolis. 

Mr. Lindsay, if you will state who you are and so forth for the 
record and then proceed in your own way, whichever way you want 
to handle your statement. 


STATEMENT OF HUGH T. LINDSAY, PRESIDENT OF LINDSAY BROS. 
CO., MINNEAPOLIS, MINN. 


Mr. Linpsay. Members of the committee, I will first read my pre- 
pared statement, and I have left ample time for questions, which I 
hope will really be the meat of it. 

My name is Hugh T. Lindsay and I am president of Lindsay Bros. 
Co., of Minneapolis. We are a distributing organization selling to 
retail implement dealers and similar business in the upper Midwest. 
We purchase practically all of our merchandise from small manu- 
facturers in the farm implement manufacturing business. We buy 
all of our merchandise as a finished article and resell it in just about 
the same condition, although in frequent cases we may buy electric 
motors from a motor manufacturer, a pump head from a pump 
manufacturer, a steel pressure tank from a pressure-tank manufac- 
turer, a switch from a switch manufacturer, and some pipe fittings 
from a pipe-fitting manufacturer. When this is shipped out, it is 
known as a water system and is a necessary unit which both suburban 
and farm dwellers buy to pump the water from their well and force 
it under pressure to the pipes in the house, to the barn, et cetera. 
We own no tools of production, and the only fixed assets we possess 
are some warehouse properties, a few sales automobiles, some type- 
writers, office accounting machines, office desks and chairs, some fork- 
lift trucks, and some odds and ends too minor to mention. All of 
these last-mentioned items as a group are less than one-tenth of our 
total assets, the balance being almost equally divided between ac- 
counts receivables from customers and merchandise inventory on 
hand. 

Because of creeping inflation, or whatever it should be called, we 
find it necessary to continually add to our invested capital or net 
worth in order to keep on hand each year the same number of units 
of inventory which we had on hand the year before. To illustrate, a 
farm wagon which cost us $60.25 in 1943 is now costing us $120.15, 
even though it is essentially exactly the same unit with the same 
utility to the user. 

Unlike the larger corporation which may need more capital, we 
cannot turn to the public market places and, through a broker or other- 
wise, issue additional equity securities to finance this need for in- 
creased capital. Most of our stockholders are widows of those who 
founded the business, or, in some cases, spinsters or married daugh- 
ters or granddaughters of these same folks. They are not in a posi- 
iton to have us turn to them for supplying added capital to meet our 
needs, and the only source remaining is retained earnings. These same 
stockholders need dividends from their stockholdings as a means 
of support. 

In truth, the earnings in the farm-equipment business during the 
past 5 to 7 years have been relatively meager at all levels and stages 
of the farm-equipment business und, for the most part, the smaller 
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operating units have had less success in accomplishing some earnings 
than have the larger units who are the recognized leaders in the in- 
dustry. Even though our dividends have been conservative, repre- 
senting only a 1.2 percentage on book value during the last 5 years, we 
have not been able to pay our normal corporate income taxes and sur- 
taxes and retain enough earnings in the business to allow us to con- 
tinue to provide proper operating inventories. The need for provid- 
ing these proper inventory levels is so great that we have actually 

maintained them but only through going into greater debt position 
in relation to capital which, of course, is an unhealthy trend and only 
a temporary vehicle for achieving this. 

This borrowing has been from normal banking sources, but this will 
be cut off if we are not able to finance our attempt to keep up with 
inflation through retained operating earnings. We cannot consider 
relief by loans from Government- -sponsored agencies designed to give 
loan assistance to small business as a healthy or realistic solution to 
our problem but merely a pillar-to-post move in the wrong direction. 
Another answer to adjusting our circumstances to inflation, which we 
cannot accept without a struggle, is to gradually reduce the size of 
our business as inflation goes on. 

If, through being allowed to depreciate our inventory, taking it 
out of taxable net income and thereby reducing taxable net income 
and the cash required to pay the tax, we could, to a limited extent, 
be allowed to carry the same inventory without having to call in- 
flated values taxable income and paying the taxes thereon, we could 
in some measure have relief and gain a little ability to maintain these 
inventories at proper levels to give service to our farmer customers. 
The ability to go on LIFO inventory system might appear to be 
an answer for us in this regard, but due to many complex factors 
thorough study has indicated it impractical in our type of business. 
Some factor of depreciation for inventory, to partially offset the 
inflationary factor, must be provided if small mercantile businesses are 
to avoid being gradually eliminated from the picture. 

Manufacturing business has had a large and continuous opportu- 
nity to accumulate real values by using normal schedules of deprecia- 
tion prescribed by Internal Revenue Bureau codes. Accelerated de- 
preciation for defense- associated projects has increased this benefit. 

In time of war farming is considered a critical industry. Those 
enterprises engaged in keeping the farm tooled up are also regarded 
as essential. Yet today economic factors of postwar—or peacetime— 
adjustment for farming and its supporting industry at the distribu- 
tion level has been faced with the problem of falling behind the 
parade of inflation and losing size comparatively with other units 
of American economic enterprise. The best offset to this—or shall 
we call it an antidote—is to prescribe in the income tax laws a factor 
for inventory depreciation, for business at the smaller level, which 
will allow them to “maintain the status quo of their size” without 
paying a 52 percent confiscatory tax note on their first brackets of 
book earnings which in truth are not real earnings. If not this, then 
the gradu: ted system of income tax based on net return on invested 
capit: al would be a proper avenue of tax justice. There is no more 
reason for present corporate tax rate structure—normal plus sur- 
tax—than to apply these same rates to all individual incomes. 
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I think the Curtis bill represents the best approach we have seen 
or that I have studied so far. 

Mr. Ertcxson. That is by way of a reinvestment deduction. 

Mr. Linpsay. Yes, required to be reinvested in the business for 
some gradual growth, if you want to call it growth, or maintaining 
the status quo. 

Mr. Erickson. That you equate for your suggestion here for some 
kind of industry depreciation. In other words, you feel an industry 
deduction such as provided in the Curtis bill would be the type of 
thing you have in mind here. 

Mr. Linpsay. Right. 

Senator Humenrey. What do you mean by LIFO? 

Mr. Linpsay. Well, last-in, first-out inventory. 

Senator Humpurey. Good. 

Mr. Lanpsay. It is particularly adapted to certain businesses 
where—if you can use my term—they can juggle their inventories, 
Our inventories have to be a preseason estimate of what the farm com- 
munity needs for the next 6 months, and y! e have to order just that 
and have it on hand at the right time, and to work our inventories 
around to match the requirements of LIFO just isn’t practical. 

Senator Morse. A very good statement. 

Senator Tuye. Thank you. 

Mr. Lixpsay. Senator Thye, mer essing a little bit and adding some- 
thing brought up previously, I don’t think there is anything wrong 
for the economy or the Nation in mergers as such. Thev are probably 
a healthy answer to lots of economic problems. I think the real test 
of what is happening and where we are going is in the portion of busi- 
ness at various levels and forms of activity that is being conducted 
and done by small business as compared to the very large units. 

Thank you very much. 

Senator Ture. Mr. Lindsay, you and your family have long been 
a part of Lindsay Bros., both implements and hardware and so forth. 

Mr. Linpsay. Yes. 

Senator Ture. I can recall the Lindsay wagon when I was just a 
boy, and you are either the second or the third generation. 

Mr. Linpsay. Iam part of the third. 

Senator Tuyr. You are part of the third. That is what I thought. 
You are a very splendid company, serving the rural area of Minne- 
sota and the Northwest here. Thank you, sir. 

The next will be Mr. Kenneth Anderson. He is an attorney. We 
are getting a different slant right now. 


STATEMENT OF KENNETH M. ANDERSON, ATTORNEY, 
MINNEOPOLIS, MINN. 


Mr. Anverson. Mr. Chairman, members of the Senate Small Busi- 
ness Committee, I thank you for the opportunity to appear. I am 
Kenneth M. Anderson, and I am an attorney, have offices in the 
Roanoke Building in Minneapolis. Until about 18 months ago I was 
a member of the faculty of the law school at University of Minnesota, 
where my primary subject was taxation. I have submitted a pre- 
pared statement, but I would prefer to depart from that considerably, 


I believe. 
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Senator Turre. The prepared statement will be a part of the coni- 
mittee hearing in the record, and you may proceed to give a further 
explanation just as you desire. 

Mr. Anverson. Thank you, sir. First of all, I would like to remark 
that relief for small business is of particular concern to those of us 
in Minnesota. Over a period of some 2 years a group of businessmen, 
labor leaders, and farmers got ‘together to study the tax system in 
Minnesota, and in connection with that study a very careful examina- 
tion of our economy was made. A couple of things that I think are 
significant from the point of view of what should be done about small 
business appeared: (1) that Minnesota industrial development is 
made up primarily of small business; and (2) that Minnesota, having 
been primarily an agricultural State, has, during the dec line 3 in agri- 
cultural employ ment, suffered a loss, not a net loss, but has not grown 
as rapidly as its excess of births over deaths would have indicated it 
should have. This probably can be ascribed to the fact that as jobs 
have disappeared in agricul ure, jobs have not been available in Minne- 
sota in industry; and that, unless we want to see this kind of develop- 
ment continue, it is necessary that more and more jobs be developed 
in Minnesota by small business. This then brings me to the proposi- 
tion that the only source of funds really for a small business to dev elop 
is the money that it can save out of its earnings. 

If we are not able to support a large security issue, the cost, first, 
is prohibitive; second, the market for such securities is almost non- 
existent, so that when’ you have a group of 1, 2, or 5 people who are 
contributing primarily to interest in development of business, the 
only way that business can grow is as it retains its earnings. 

I have reviewed the various recommendations that have been made 
by this committee and have commented upon them in my prepared 
statement. I would say this about them, all of them should be made 
from the point of view of eliminating discrimination that now exists 
against small business. However, most of them are only a small drop 
in the bucket so far as the pr oblems of the small-business man are con- 
cerned. The important thing for him is that the tax rates be reduced. 
This is a combination of reducing the rates on the first $25,000 of his 
income and putting the surtax exemption at a much more realistic 
figure. I have in mind that the $25,000 level as a distinction between 
the normal tax and the surtax which was first introduced in 1938, 
remained at $25,000 since then. 

You have had testimony from a number of people today of the 
tremendous increase there has been in the cost of acquiring plant, 
equipment, inventory, other items. It doesn’t seem in 1957 that the 
surtax exemption should be limited as it was in 1938, and aah 
a more realistic point for it to be put would be at $150,000 or $300,000. 

I would also say, the formal tax should be reduced on the first 
$25,000 of income, and doing this will then make it possible for the 
small-business man to begin to accumulate a fund with which the nebu- 
lous plans for expansion may be implemented. Most of our small- 
business men are rather conservative people. It is true that when loan 
money is available from the Small Business Administration, or from 
other sources, this appears as a way for them to expand. But they 
know they have to pay that money back. And the only v way they can 
pay that money back is out of their profits. Their expansion is much 
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more likely to come if they can see a fund developing in their own 
business which will at least. partly pay for the cost of their expansion, 
Things such as more rapid depreciation, deductions for investments 
in business, things of that kind, I am afraid may be a trap to the un- 
wary very smal] business man who does not have considerable pro- 
fessional advice, for this reason, that if he is looking forward to an 
expansion program, he cannot anticipate that he will continue to 
expand every year. For him the expansion program is a one-shot 
proposition, and as he swallows that up, he may expand further. If 
he takes the rapid method of writing off his investment in the business, 
he may find that in doing that he has set it off as against 30 percent 
income. He has no deduction for later years when the expansion of 
the business has begun to take hold, and he then is paying taxes at 
52 percent for which he is likely to wish to have some of those deduc- 
tions he has earlier taken. 

I would recommend the adoption of that proposal, but along with 
it, an opportunity for the man 5 years from now or 10 years from now 
to take a look and see whether this was desirable for him, and if it 
turns out to have been undesirable, then go back and revise, as we have 
done in a number of other places, the provision for repayment of funds 
that have been received and taxed to the taxpayer, which must be re- 
paid. We now permit him to reduce his taxes in the year of repayment, 
either by taking the deduction in that year or going back and deter- 
mining how much his taxes were increased in the year in which he 
received the payment. Let us have some kind of arrangement of that 
sort along with these rapid writeoffs. 

Brushing quickly over some of the other provisions which I think 
are very important, I don’t believe a man should be forced to choose 
the corporate form of business because it provides certain benefits 
for him. And for this reason I do approve of the proposal and the 
provision which we have in our present law which would permit a 
partnership or proprietorship to be taxed as a corporation, but that 
proposal has not eliminated all of the discrimination. For example, 
the tax-qualified pension and profit-sharing plan is not available to 
such a business. I see no reason why the partner who has 5 employees 
should not be considered as an employee himself for purposes of a 
profit-sharing and pension plan just as is the corporation which has 
1 principal owner and 5 employees, or when you get down to the small 
business, where there is only 1 man who is doing everything—I see 
no reason why section 401 of our code should not be rewritten to pro- 
vide that if all employees of the business are covered by the profit- 
sharing plan, that he qualifies—it is not discriminatory—and that the 
sole proprietor or the persons who are the partners are to be considered 
as employees for this purpose. 

It seems to me this eliminates then the pressure of that particular 
provision for people to incorporate. One other problem that concerns 
me about the opportunity to elect to be taxed as a corporation is that 
during the last 8 or 9 or 10 months there have been administrative 
positions taken by the Internal Revenue Service supported by the Tax 
Court which may again prove to be a substantial trap for the small 
business which elects to be taxed asacorporation. Inthe 1954 Revenue 
Code an effort was made to spell out the guidelines by which a stock- 
holder whose stock was redeemed by this corporation would be treated 
as having received a dividend on the one hand subject to ordinary 
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income tax or as having to control his stock in exchange for capital 
gain subject to the alternative method of taxing capital gains. 

We were very happy to see these provisions because they made 
specific, at least gave you guidelines that told you if you stay within 
these guidelines you will not have an agent coming to you and saying 
you have to pay a dividend tax. 

Now we find, though, that the ingenuity of the Service has found 
another way to attack this problem. In the Pelton Steel Co. case it 
was found that where a company used its retained earnings for the 
purposes of buying back the stock of one of its stockholders, this was 
proved an unreasonable accumulation of earnings and subjected the 
company to accumulation of earnings tax. This accumulation of earn- 
ings tax could be a very serious penalty for a small business—2714 
percent of their earnings after taxes are taken away by such a tax, and 
yet where is the stockholder of a small business to turn for a market 
for his stock unless it is to his corporation or to some larger business 
which is willing to absorb his corporation into their already large 
operation ¢ 

It seems to me, and I am often faced with this problem in recom- 
mending to people who want to retire, estates who own an interest in a 
business, what is better for them? Should they run the risk that they 
will have their price reduced by the other stockholders because of this 
potential tax when the corporation redeems their stock, or would they 
be better off to exchange their business for stock in some larger com- 
pany whose stock is traded on the market where they have a ready 
market for it, where they can sell their stock without any undesir- 
able tax burden to anyone? 

A second situation of this category which I think is even more 
serious than the Pelton Steel case involves—I suppose the first one of 
the line is the Sipp case in the Tax Court—most recent one is 1 Halsey 
case in the Tax Court. Here the conclusion by the Commissioner and 
sustained by the Tax Court was that when a small corporation pur- 
chased the stock of one of its stockholders, that this was a payment 
of a dividend to the other stockholder and that the other stockholder 
was required to pay tax on the full purchase price paid for the stock 
as a dividend to him, that the retiring stockholder was required to 
pay tax on the price he received as a capital gain upon the sale of his 
stock. It seems to me that Congress having decided that within those 
areas in which section 302 applies, where a redemption is not to be 
treated as a dividend to the selling stockholder, that we should also 
have a provision in the code that such redemption will not have any 
implication, shall not be treated as proof of unreasonable accumula- 
tions of profits for purposes of the accumulation of earnings tax, and 
that such a redemption shall not be treated as a dividend of the stock- 
holders. If you don’t have that kind of provision, then you have the 
other stockholders in negotiating over the price that will be paid 
upon redemption of the retiring stockholder’s stock discounting his 
stock because of their potential tax liability, and again he is in a 
position where he could get a much better price for his stock if he 
merely merges with some larger company than he is able to do by 
selling the stock to his company. 

Mr. Erickson. If I might interrupt right at that point. You have 
suggested two changes which Congress might make. Congress thought 
it had made the intent quite clear in 1954. I wonder if in those two 
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suggestions we shouldn’t add a third, the point that the Internal 
Revenue Service will jump to next when we plug those two. I say 
that a little facetiously but also a little seriously because this com- 
mittee has noted on a number of occasions where the intent of Con- 
gress has been overlooked, sidestepped, by Internal Revenue Service 
on issues just such as this. Now, you feel that the suggestions which 
you have made protect the Government’s revenue 

Mr. Anpverson. It protects the Government’s revenue if the Gov- 
ernment has concluded a corporation to be treated as a separate entity 
from the stockholders: If we are to be faced constantly with the 
problem in dealing with the revenue agent as to whether it is really 
the policy of the Government that a corporation shall at all times 
be treated as a separate entity or whether it is a policy that is to be 
accepted at the convenience of the Government, then we are certainly 
in difficulty, and this difficulty, I think you recognize, has occurred 
in these cases I refer to and in a number of other situations. How 
you tell the Internal Revenue Service that a corporation is a corpora- 
tion and is to be treated as such I don’t know. But it seems to me 
this is one of our serious difficulties, and, of course, it becomes more 
serious if one of our reliefs for the small business which is not con- 
ducted in corporate form is to permit it to be treated like a corporation 
because they immediately become subject to all of these undetermina- 
ble position that may be taken by the Service. 

Mr. Erickson. It is your feeling from your own experience that 
many of these purchases by a corporation of stockholder stock are not 
done to avoid tax and for legitimate business reasons. 

Mr. Anperson. Of course I think we have it on the eminent au- 
thority of Justice Holmes and a number of other people that there 
is nothing improper about arranging your affairs so as to pay the 
least amount of tax that the law will permit you to do. 

You see, the kind of thing we constantly face is that when it is 
to the advantage of the Collector of Internal Revenue to treat a cor- 
poration as a separate entity, there is no way for the taxpayer to 
avoid its being treated as such. Yet when it appears that a larger 
amount of revenue for the time being may be collected, if you ignore 
that corporate entity, then you quite often find the Revenue Service 
taking the position that this is a sham, this is a fraud, this is an effort 
to evade taxes. Of course there are situations in which there are 
shams and frauds perpetrated through the use of these various de- 
vices. But our diffic ulty has come that we have lost sight of the fact 
that what we are trying to catch is the sham and the fraud and 
instead are catching eden who happens to wind up in the net. 

Another illustration, a spec ific one- 

Senator Humrnurey. Wait a minute, before you go to that. How 
would you differentiate or how would you separ ate these? Because 
I recall in the Revenue Act of 1951 we debated quite a little bit on 
some of the amendments in late 1950 when we needed to get some 
sudden revenue because of the Korean war, and we had all kinds of 
new gimmicks coming into the act about that time. You had in-lieu 
payments, royalties, and you had spin-offs and split-offs, and I can’t 
remember all of them, but there were all kinds of new devices. I said 
once that the kings of old used to hire an alchemist and put him up 
in the gable and try to get him to make gold out of base metal, but he 
never was able to do it, and I say this with all due respect, sometimes 
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a good tax attorney is able to do just that. What I am getting at is 
this There is a big bill to be paid. Six people go out to lunch and 
one person gets up ‘and walks off and says, “I am going to answer the 
telephone,” ‘and doesn’t come back. ‘That means 5 people pick up the 
tab for 6 because there is a bill for all 6. If somebody escapes 
paying their proper share of tax under gimmicks in the tax law, it 
just means that somebody else down the line who doesn’t hire’ an 
attorney, some poor old soul who doesn’t have anything to do but fill 
in that short form, just gets hooked. 

Mr. Anperson. Certainly that is true. 

Senator Humrurey. I want to know how you prevent that inno- 
cent fellow or that little merchant somebody was talking about earlier 
today that doesn’t have an accountant, that does sit up late nights and 
figures out his own tax return, that doesn’t have you as attorney or 
doesn’t have somebody else, doesn’t write to his Congressmen or Sen- 
ator, how does that fellow get protected ¢ 

Mr. Anperson. I would say the way to protect him is not to put 
him in the same net with the man who has walked off without paying 
the check. 

Senator Humpnrey. How do you do that ? 

Mr. Anperson. I would suggest this, that in these areas where 
there is a policy decision to be made as to whether this is proper 
avoidance or improper avoidance of the tax laws, this is a decision 
that is better made by Congress, that should be specifically legislated 
upon, should not be left. strictly to the whims and the ecaprice of the 
negotiation across the table between a revenue agent and a representa- 
tive of the taxpayer because in this kind of situation the little fellow 
is always going to get hurt. First of all, the amount of tax involved, 
so far as he is concerned, is such a small amount, that he can’t afford 
to spend what is required in order to protect himself; while the large 
fellow, the one that you are probably concerned about catching in 
this net, can hire the help that you are describing. He can fight ‘this 
tax over a period of 5 or 10 and we have cases in our courts now that 
go on for 20 years, we are still without any resolution. It seems to 
me in these areas a selena is not to leave it to some big, broad net 
which will catch up all kinds of little people because they can’t de- 
fend themselves and also catch up the big crook, but when these things 
develop we have communication between 1 the Internal Revenue Service 
and the joint committee of the Congress. There isn’t any reason why 
a rapid and quick method of technical amendment of the Internal 
Revenue Code cannot close these loopholes which are recognized on 
the basis of public policy as being undesirable, cannot be developed, 
and it seems to me that is the solution rather than the big net which 
pulls in the defenseless person as well as the crook who has walked off 
without paying the check. 

Senator Ture. Right at that point, are there in the tax laws at the 
present time just such loopholes that can be taken advantage of? 
Could you name them specifically? From the standpoint of the com- 
mittee’s report it would be not only helpful, but it would point up 
specific things that need to be done. 

Mr. Anperson. Certainly there are loopholes. 

I think IT have gone overlong. It is the principle I am concerned 
about. 
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Senator Tuyr. We are right on schedule. We are just a matter 
of a few minutes over schedule, and that is not your fault. We have 
asked you some questions. But I am interested in that, because, in 
the first instance, I think it is your business to hire an accountant or 
someone qualified, if you have a report that is more than just a mere 
deduction from your wage. I think it is good business to hire legal 
assistance in making out a report. I think that oftentimes a tax- 
payer pays an unnecessary bill for reasons that he has not made a 
thorough study of what exemption on what he is earning is a legiti- 
mate deduction. 

Mr. Anverson. If you would like a statement concerning loop- 
holes, I should be very happy tosubmit it. Iam not 

Senator Ture. I wish you could, and the report would be held open 
so that you could have time to file that, and it would be incorporated 
with your remarks. 

Mr. Anperson. I have one further point I would like to make—— 

Senator Humpnrey. Could we ask Mr. Anderson, too, because of 
your competence—and your competence is very obvious, sir—in 
these instances where you have made some suggestions as to clari- 
fying the law, if you could get almost in draft language how you 
think this might be done. In the debates we have had on the tax 
bill the trouble is that it gets so complicated, unless we do have the 
kind of advice you give, no matter how attentive you are as a Senator 
or Congressman, it is really some land of mystery. 

Mr. Anperson. One further item of this character. Again looking 
to the corporation and having in mind that we are suggesting that we 
give some relief to all the small business by permitting them to file 
as corporations if they find it advantageous, we find a difference in 
treatment between the stockholder employee and the nonstockholder 
employee. A homely example: A small business has need for an auto- 
mobile in its business. They are calling on customers. It isn’t used 
24 hours a day for this purpose. It may even be economical for the 
owner of the business to drive it home. He doesn’t have a garage 
which will keep it out of the weather, so he drives it home at night and 
drives it to work in the morning, and it is part used for business and 
it is part used for his own personal use. If he happens to be a stock- 
holder, we find that this personal use is not additional compensation to 
him and as such deductible by the corporation but rather as a dividend. 
On the other hand, for a large business which has a man who does the 
same thing, calls on the same customers, but is an employee, if he gets 
personal use out of that automobile, and this probably will never be 
examined anyway, but if it is examined and it is found that he has 
personal use, so far as that business is concerned, this is additional sal- 
ary tohim. Take a simple example where we may assume $350 is the 
value to be placed on the personal use of this automobile. The corpora- 
tion is denied the deduction for this $350 which means if we are up 
over 25 percent in our tax bracket, 52 cents of that expense is subject 
to tax for income-tax purposes. The stockholder, let us assume, is in 
a 50-percent bracket. He has a dividend now on which he also pays 
50 percent, so because he has made this prepanen use of this automobile 
there has been $350 of tax paid to Uncle Sam. It doesn’t seem to me 
this is fair, and I would suggest here that section 162 (A) of the Inter- 
nal Revenue Code be amended, a rather simple amendment, to provide 
that a business is entitled to deductions for salaries which shall include 
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any personal use or personal benefit received by the individual from 
property operated by his employer. 

I think this would be very simple. Then the service would be in 
a position of treating a stockholder in the same way it must treat 
other employees, disallow deduction for his salary and only if his 
salary is excessive. This happens to bother me considerably because 
I consider too often it is in the nature of blackmail of the taxpayer. 
The amount that is involved is very small. It makes the taxpayer 
furious. I think probably it is as responsible as any one other thing 
for the cheating that there i is on expense accounts. The philosophy 
that “By God, they are going to beat me some way; I will double my 
expense acc ount, and maybe I will get exactly what I am entitled to.” 

I would add to that proposition ‘that the recent. decision placed on 
the face of the individual tax return, the amount of reimbursed ex- 
penses that have been received by the employee, is an intolerable bur- 
den on small business as compared with large business. 

Mr. Erickson. Has there been any change in the 

Mr. Anperson. I have seen no change in the law. I have seen a 
change in the form. 

AmI running overtime ? 

Senator Truyr. No. Senator Morse? 

Senator Morse. I am going to be very brief, make myself very brief, 
but being an ex-professor of law, I am homesick, and you have opened 
up so many avenues here. There is one point I want to stress with 
regard to carrying through the procedure on the Internal Revenue 
Bureau. You didn’t know it, [ am sure, but you are riding one of 
my horses to the finish line on that. I have had a lot to say about that, 
because I think what is happening in this legislative process of ours, 
as an old administrative law teacher, I want you to keep in mind 
what we are doing. We sit there and we pass legislation, I don’t 
fool myself, pretty good legislation, and we have full time to study 
it and do the best we can—we hope we are intelligent guessers on 
most of it. We have greater responsibility than that. We have the 
responsibility of setting up the procedure, in my judgment, that will 

carry out the congr essional intent. Instead of having an agency of 
ra Congress and that is what most of these administrative agencies 
are, they are our children—we just let them take this legislation of 
ours, make all the interpretations, and they do all the administering. 
We never hear anything about it again—speaking now in broad brush 
strokes—we are on to some other legislation. We set up some more 
intent, and somebody else gets through with that legislation, and it 
is such a far cry from what we thought we were voting for that we 
pick up decisions like you have just cited here that have gotten into 
the courts and we say, “Well, I don’t know where the court got that 
idea, but I could have told it better if they had asked me what our 
ore intent was,” speaking now of the Congress, not of Wayne 
Morse. I don’t know what the procedure is here, but I do know, sir, 
that I think you have put your finger on one of the greatest break- 
downs in legislative government existing today. 

The Congress of the United States has rapidly become a funnel 
through which legislation passes. That is not the legislative process, 
at least that isn’t the legislative process I used to teach, and it isn’t the 
legislative process that my constitutional history taught me, if we re- 
fresh our recollection about it. We have to do something in my judg- 
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ment—I don’t know how near you are to it, but you have me excited, 
anyway—we have to do something here so that the Congress, after it 
passes legislation, doesn’t let go of it as far as the administering of 
that legislation i is concerned. M: iybe some such approach as you men- 
tioned here, you didn’t amplify it, I don’t ask you to in testimony, but 
I would like to have it amplified, if you can, even if it is just in a let- 
ter to me, although I would like to have it in a letter to this director, 
but I say most respectfully that we, the Congress, are not fulfilling 
what I think is our legislative duty when we just pass legislation and 
we let some agency ° ‘minister it and we never see it again, and I do 
think when it is going around as far as administrative practices are 
concerned and its impact on the taxpayer is concerned, that that tax- 
payer ought to have a procedure whereby it comes back to the Con- 
gress for at least a first check on that agency, and I don’t think it 
ought to be done by periodic senatorial and House investigations of 
the Interstate Commerce Commission or of the Internal Revenue Bu- 
reau or any other Government agency. I think we ought to have an 
automatic procedure there that in the first instance that child of ours, 
who is this administrative agency, comes back to the parent that gave 
him the instructions in the first place, and let that parent pass 
judgment. 

Then, in order to protect this whole pattern of judicial rights, let the 
appeal go from there rather than the appeal from the administrative 
agency itself. I will be still because I think I could talk an hour on this 
little administrative problem, but we are letting it slip away from us, 
I respectfully say, and that is why this suggestion you made brought 
me up, because it is one of the best pinpointings of the problem in which 
I have a great interest that I have heard for a long time. My col- 
leagues here have heard me ad infinitum on this in the Senate. I will 
bore them if I don’t keep still, but I repeat for the record, we in the 
Congress have to stop giving up our legislative responsibilities at the 
time that rollcall is finished and it is declared the bill is passed. 

I think our job in many respects just begins at that point. 

Senator Ture. Mr. / and I will direct this to the audi- 
ence—I am not a lawyer. You have had the discussion between the 
two lawyers here, and when we laymen sometimes look at what the 
solicitors have done to what we thought we legislated, we have realized 
that the lawyers have their own way of looking at a question, and we 
laymen just did not understand how they arrived at the decisions they 
arrived at. But that is what we are faced with. 

We, as laymen—not the professional—oftentimes will vote and pass 
legislation, but when the solicitor of a department gets through with 
a question, we sometimes say, “That was not the child I thought I had 
a part in bringing into being.” 

So much for my personal remarks on the question. Mr. Anderson, 
if you have anything further, you may proceed. 

Mr. AnpErson. I have nothing further to say. 

Senator Ture. Any further “questions? Mr. Anderson, you have 
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(The prepared statement of Mr. Kenneth M. Anderson is as 
follows :) 


STATEMENT OF KENNETH M. ANDERSON, MINNEAPOLIS, MINN., NOVEMBER 13, 1957 


It is my intention to direct my remarks solely to the question of special tax 
relief for small business. Whether such a business is conducted as a proprietor- 
ship, as a partnership, or in corporate form the need for relief is equally 
critical. For purposes of definition, I am particularly concerned about the busi- 
ness in which the risk of capital investment is borne principally by a small num- 
ber of people and which typically has grown or is seeking to grow from a relatively 
small original capital investment. It is the kind of business which ultimately 
must secure its capital for expansion either from its retained earnings or from 
the resources of its limited number of owners. 

Of course, any special relief for small business must be justified either on the 
basis that our present revenue laws unduly discriminate against such business or 
that it is in the interest of our national economy that small business be encouraged 
to flourish more vigorously than it has during recent years. I believe that on 
both grounds there are strong reasons for special relief for small business in the 
following areas: 


I. Permit estate taxes to be paid in installments over a period of years 


When one of the principal owners of a small business dies it is common that 
that business represents in excess of 75 percent of the assets in his estate. 
Because there is no ready market for a part of his interest in such a business 
his estate is faced with the necessity of either withdrawing a part of the capital 
essential to the continued operation of the business or selling the entire interest. 
To often the former alternative leaves a capital-starved business which is on its 
way to extinction while the latter results in the disappearance of the small 
business into one of its big competitors. If the business has been conducted in 
corporate form still greater discrimination occurs since the withdrawal of a 
part of the business capital carries with it the threat of treatment of such 
withdrawals as a dividend to the other stockholders under certain positions taken 
by the Commissioner of Internal Revenue and sustained by the Tax Court. 

The opportunity to pay estate taxes over a period of years would permit a 
more orderly withdrawal of capital from the business and reduce the pressure 
to dispose of the business. 


II. Permit tawpayers to use alternative methods of depreciation for used property 


Although one of the motivations for section 167 of the 1954 Internal Revenue 
Code was to encourage the purchase of new equipment to give our construction 
and hard goods industries a shot in the arm, limiting the alternative methods to 
new equipment has discriminated against the small fellow who can afford only 
the used equipment. In addition to having to compete with less efficient equip- 
ment than that of his better-financed competitor he now finds that that 
competitor can recoup his investment for tax purposes much more rapidly. 
From the point of view of the business acquiring the property it is equally 
important that the tax deduction be made available in the early years of owner- 
ship whether the equipment is used or new. In either case the reduction in 
taxes in the early years makes available additional funds for healthy growth. 


III. Permit a proprietor of unincorporated business to be treated as an em- 
ployee under qualified pension or profit-sharing plans 

If the policy of encouraging the development of private plans to build finan- 
eial security for the perior after retirement is to be encouraged, as I believe 
it should be, there is no justification for discriminating against the proprietor 
of a business not conducted in corporate form. It is unfair to small business 
to force it to incorporate in order for the principals in the business to secure 
these benefits. 

Consider the case of the proprietor Or partner who is able to earn income 
of $20,000. If he were an employee at that same salary, his employer could 
provide him with an additional contribution toward his retirement of as much 
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as $5,000 without any increase in taxes to the employee. Yet as a proprietor 
he must earn at least $9,000 more in order to put aside an additional $5,000 
for retirement. The opportunity for participation should not be dependent 
upon the way in which the entrepreneur organizes his business. 

IV. Permit election of standard deduction for small business 


An optional standard deduction covering such things as promotional, enter- 
tainment, travel, and similar items would be a boon to the small-business man. 
The necessity to maintain detailed records to support such deductions has re- 
sulted in an expenditure of time out of all proportion to the significance of the 
items, both by the taxpayer and by the Revenue Service in auditing returns. 
In addition, in a large percentage of cases the minor adjustments resulting 
from disallowance of such items result in considerable cost and irritation to 
the taxpayer with little compensating increase in Federal revenues. In fact, 
I suspect that minor disallowances of this character result in substantial 
overstatements of such items by the taxpayer in the future, so that after any 
future disallowance he will at least have a deduction equal to what he has 
spent but is unable to support. 


V. Increase exemption of corporate income subject to surtaxr 


Since the Revenue Act of 1938, the point at which the highest rate of 
corporate income tax has been reached has been $25,000. Since then, costs of 
building and equipment have skyrocketted. If the small business is to be able 
to finance its expansion out of its earnings, it is essential that it be permitted 
to retain a larger part of its earnings during its formative stages. It would 
appear that an increase in the surtax exemption to $50,000 would leave today’s 
taxpayer still not as well able to pay the costs of expansion as was his counter- 
part 10 years ago with a surtax exemption of $25,000. 


VI. Provide additional exemptions from the accumulated earnings tar 


The accumulated earnings credit of $60,000 allowed by section 535 (c) has 
reduced the penalizing effect of this tax upon the very small corporation that 
has nebulous hopes for expansion in the future but is not yet in a position to 
develop the concrete sort of plans that are necessary to justify the retention of 
accumulated earnings. But, once the $60,000 level of retained earnings has 
been reached, the penalty tax is primarily a trap for the unwary. And, of 
course, it is only the relatively small business with a limited number of owners 
where the necessary purpose of avoiding tax on the stockholders can be shown. 
Probably the most fearsome aspect of this tax is that, for any small corporate 
business, the threat of imposing the tax can always be raised in connection with 
the audit of their return unless for the year involved all of their assets have 
been used in the business. Yet there are many businesses which, because their 
future plans are nebulous, their business has fallen off, or for other reasons, 
must, of necessity, have idle capital. The threat of imposing the penalty tax 
carries with it substantial expense in defending against it and often forces a 
compromise on other issues. Particularly is this so where the corporate records 
concerning future plans have not been carefully kept. 

The tax is imposed upon the earnings retained each year. Since our wish and 
expectation is that our economy will continue to expand at the rate of 3 or 4 
percent a year, it would seem appropriate to provide an exemption against the 
accumulations tax with respect to retained earnings each year of at least 5 or 10 
percent of the net worth of a corporation at the end of the preceding year. . 


VII. Eliminate differences in treatment of stockholder-employees and nonstock- 
holder employees 


Although there seems to be no justification under the Internal Revenue Code, 
administrative practice of the Internal Revenue Service has resulted in serious 
discrimination against the stockholder-employee and his corporation. There is 
frequently careful scrutiny of the extent to which a stockholder-employee has 
received personal benefit from company automobiles and other expenses paid 
by the corporation-employer. If the employee were not a stockholder, such ex- 
penditures by his employer would be considered additional compensation to him 
and a deduction would be allowed to the employer unless it could be established 
that his total compensation was unreasonably high. But, if the employee is also 
a substantial stockholder, the same items of personal benefit are considered not 
to be compensation and are treated as a dividend with the result that the 
corporation cannot deduct the expenditure and the stockholder-employee is re- 
quired to include it in his income.’ Certainly, the corporation should not be 
treated differently solely because the employee is a stockholder. The same stand- 
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ard should be applied to both, and the deduction denied only if the payments 
made in behalf of the employee, when added to his other compensation, result in 
unreasonable compensation to him. 

This penalty, of course, is another which is imposed only upon the small, 
closely held corporation. It could be eliminated merely by amending section 162 
(a) (1) to provide for the deduction of a reasonable allowance for salaries, 
including expenditures made in behalf of an employee. 


STATEMENT OF A. J. PIERRE, SCHLECK CO., NORTH ST. PAUL, MINN. 


Senator Tuyr. The next person will be Mr. Pierre, of the Schleck 
Co. of North St. Paul, Minn. 

Mr. Pierre. Honorable Chairman and members of the Senate Small 
Business Committee, my name is A. J. Pierre. I am a hardware 
dealer in North St. Paul. As president of the Minnesota Retail 
Hardware Association, I am testifying in behalf of over a thousand 
hardwaremen located in every town, village, and city in the State of 
Minnesota. 

Small business is confronted with many serious and complex prob- 
lems. Of most immediate concern to this committee, we believe, is 
the impact of inflation and high taxes on small enterprises. Between 
them, they are depleting our capital and making it extremely difficult 
to retain enough cash to operate aggi ressively, compete successfully, 
and grow. 

In any consideration of the problems of small business, and hard- 

yare retailers in particular, we must face up to some disturbing facts 
common to all small business. In representing the hardware industry, 
I speak for hardware stores in every town in Minnesota averaging 
3 to 4 employees. Eighty-eight percent of these stores are in towns 
of less than 2,500 population. Since 1946, commodity prices, under 
inflationary pressures, have risen sharply. Average investment. in 
retail hardware inventories has increased 58.97 per cent. Duri ing this 
same period, wage costs have advanced 72 percent, and all other over- 
head costs of doing business have gone up proportionately. Margins, 
on the other hand, have narrow ed : as a result of unlimited production 
and expanding competition. 

During this last decade, average hardware-store sales have decreased 
from $94,270 to $93,975 in spite of rising, inflated, commodity prices. 
Obviously, this can only mean that hardware stores have suffered a 
serious decline in volume of merchandise delivered to the consumer. 
Average hardware-store sales have not kept pace with the economic 
growth of the Nation. 

Hardware retailers find themselves, therefore, squeezed between 
smaller margins and higher overhead costs, resulting in lower and 
lower earnings. Average retail hardware net profits dropped to a 
low of 1.9 percent on sales last year; that is, before taxes. Higher 
inflated inventories, rising costs, diminishing net earnings, and higher 
and higher taxes. have combined to drain off capital needed to keep 
small business solvent and expanding. 

Liquidations and bankruptcies are increasing at an alarming rate. 
Weekly average business deaths, according to the press, have zoomed 
to 272, far above any year since World War II. It appears that the 
toll this year will exceed the level set in 1939. 

We welcome the interest and concern of this committee in the prob- 
lems of small business. We would be the last to suggest any easy, 
paternalistic solution or subsidy. However, to whatever extent Gov- 
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ernment is responsible for the inflation that has created these prob- 
lems, it has a share in the responsibility of sustaining small business, 
the backbone of free enterprise. 

We would like to leave with the committee a practical recommenda- 
tion. Let me repeat, small- and medium-size business concerns are 
not able to retain, from earnings after taxes, enough to pay a reason- 
able profit, meet the inflated costs of capital equipment and ech in 
trade, and expand in direct proportion to the growth of the national 
economy. This is the great pressing problem of all small business, 

Several tax relief proposals, we understand, are under considera- 
tion. The one that deals most directly with the problem, in our 
opinion, is the Curtis bill, H. R. 5735. This bill applies equally to 
incorporated and unincorporated businesses, and allows them to re- 
tain more of their earnings for increased capital requirements by 
allowing them to deduct from business net income, for tax purposes, 
an amount equal to additional investment in depreciable assets or 
inventory during the taxable year, but not to exceed 20 percent of 
such income or $30, 000, whichever is less. 

Another desirable feature of the Curtis bill is the provision for 
setting aside earnings in anticipation of estate taxes and paying any 
balance due over a 10- -year period to avoid dissolution of a business in 
the event of death. 

We have no interest in the authorship of this bill. Along with 
57 national trade associations, representing over 4 million sm: all and 
medium-size businesses, we have reached the conclusion that the Cur- 
tis bill, H. R. 5735, is the most practical plan advanced thus far to 
give relief to small business. 

We would, therefore, urge the committee and Congress in the next 
session to give consideration to enacting into law promptly either 
H. R. 5735 or one that will provide needed comparable relief to small 
business at the earliest possible moment. 

Now, Mr. Chairman, I would like to add a personal, as well a 
industry, observation. "We small-business men believe in ¢ eaibatition! 
but unless competition is fair and equitable, it can destroy us. 

In my small hardware store I compete with some of the largest 
retail organizations in the Nation. One of these competitors does 
more business than all of the 35,000 hardware stores in the country. 
Many of these giants buy and sell more than all of the hardware 
stores of Minnesota combined. 

Obviously, such concentrated purchasing ability is a powerful 
economic and competitive weapon. This control of purchasing power 

of hundreds and even thousands of stores gives these large competi- 
tors also an advantage under our laws that ‘should be studied by your 
committee. 

For instance, one of my competitors is offering at retail a national 
advertised fishing reel for $3.95. ‘The same branded item costs me $4. 
Unfortunately, this is not an unusual situation. Manufacturers are 
becoming more and more indiscriminate in their sales and pricing 
policies. 

Large buyers can meet this competition by refusing to buy that 
item for its multiple-store outlets until they can buy to compete. 
That would be perfectly legal. There is nothing unlawful in apply- 
ing such pressure to get fair and equitable treatment. 
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Now, what can I do? If I drop the item, the manufacturer prob- 
ably will never notice it. I cannot even discuss or combine with 
other dealers to exert our united strength. If several of us smaller 
dealers acted together in our own defense and refused to deal with 
this manufacturer, we would be in restraint of trade. 

The chain buyer for the same number of stores can act in concert 
legally by simply refusing to buy. Such competitors can advise with 
any number of store managers and reach decisions but if I advise with 
other small de: alers, our Soint decision to protect ourselves would 
amount to a conspiracy. 

This is a serious handicap to small business in dealing with un- 
scrupulous suppliers. We cannot associate in our own defense. Some 
freedom from antitrust prosecution is desperately needed by small 
business. It is tragic that a law intended to preserve small enter- 
prise is now used to “harass and restrain it. 

Now, I have another letter here that I have gotten from a small- 
business man, and I would like to leave it with the committee at this 
time, a letter explaining the difficulty this store has experienced in 
attempting to negotiate a small loan with the Small Business Adminis- 
tration in Washington. I would only like to add that if the practice 
of demanding a factor’s lien on inventory is mandatory, then the lend- 
ing facilities of small-business men are eliminated and impractical for 
a retailer. I am sure that the committee will want to look into this 

ractice as fully explained by our member in this letter that I am turn- 
ing over to you, Mr. Chairman. 

Senator Tuyr. For my information, at least, I would appreciate it 
if I could know from whom the letter came and if it was addressed to 
you. I am anxious to get the information in connection with it, be- 
cause if there is any function of that Small Business Administration 
that is contrary to what we had in mind when we enacted the legisla- 
tion, then I want to know about it, because I have a great responsibility 
on that Small Business Administration because I was the author of 
the act. 

Mr. Pierre. Well, this is from a hardware store in Foley, Minn., 
probably about, I would say, a hundred thousand a year. He has a 
large store, isn’t using the whole building for his hardware business, 
and he wanted to expand by adding drygoods. Then he goes on to 
explain the trouble he had making this loan. 

Senator Tuyr. Did he succeed in obtaining the loan ? 

Mr. Prerre. It was O. K.’d by the bank. 

Senator Tryr. As a participating loan, where the bank would join ? 

Mr. Prerre. Yes. 

Senator Tre. Does the letter contain the fact that the bank was 
willing to go as a joint venture on this loan ? 

Mr. Pierre. Here is what he writes: 

We applied through St. Cloud Bank for a SBA participation loan for $30,000. 
The purpose was to expand our store to incorporate a Ben Franklin variety with 
our present hardware store. The loan application was approved. 

There were requirements, of course, such as assignment of Don’s and my part- 
nership life-insurance policies, limitations on amount to be drawn by partners 
in a given year, first mortgage on all lands, buildings, equipment, fixtures, and 


furniture now owned or hereafter acquired. Such collateral alone more than 
doubled the amount of loan application in itself. 
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In addition, a factor’s lien was required on all inventories and accounts receiv- 
ables, with provision that bank in its discretion could effect releases and sub- 


stitutions of security from time to time so long as the aggregate value of factored th 
inventories and accounts receivables was equal to 100 percent of outstanding al 
amont of loan. 0) 
Senator Tuyr. Thank you, sir, for reading that into the record. T 
Mr. Prerre. Do you care to have this? P 
Senator Ture. The director of the Small Business Committee staff, a 
Mr. Walter Stults, says that the committee staff will look into that. yi 
Of course, the letter will be made available, because it will be part of b 
the committee record; so, therefore, Mr. Stults, you proceed to look 
into it. bi 
(The document referred to is as follows :) fe 
MARSHALL-WELLS STORES, rr 
Foley, Minn., October 81, 1957. al 
Goop MORNING, CHRIS: Sorry to have delayed this note, but here are some of ce 
the highlights which can be used in Jack’s testimony. 
We applied through St. Cloud Bank for an SBA participation loan for $30,000. as 


urpose was exp ur store to incorporate a Ben Franklin Variety wi 
The p ose s to and o t t t Ben F klin V t th 


our present hardware store. The loan application was approved. 

There were requirements, of course, such as assignment of Dons’ and my ; 
partnership life-insurance policies, limitations on amount to be drawn by part- yc 
ners in a given year, first mortgage on all lands, buildings, equipment, fixtures, p 
and furniture now. owned or. hereafter acquired. Such collateral alone more 
than doubled the amount of loan application in itself. 

In addition, a factors lien was required on all inventories and accounts re- 
ceivables with provision that bank in its discretion could effect releases and 
substitutions of security from time to time so long as the aggregate value of 
factored inventories and accounts receivables was equal to 100 percent of out- m 
standing amount of loan. > 

This factors lien was the bad fly in the ointment. Neither Butlers nor Mar- E 
shall-Wells was interested in setting up an open account line of credit extension te 
with a business whose inventories were so attached that, in event of dissolution th 
of business, they had no way of recovering any values that may be available. sj 


Here are two companies who have been around a long time in the merchan- 
dising business. Their experience has shown that it is not wise to extend such tc 
credit to stores so covered with restrictions. They could not find it in their 
policies to overcome such a lien even though, in the case of Marshall-Wells, they 
have done business with us over 14 years and we have established a high-credit ty 
rating with them. In the case of Butlers it would be even more difficult to 
establish a satisfactory line of credit since we have no history of credit business 
with them. 

In our opinion, the loan policies of SBA are well balanced, sound, and perform 
a fine service for the small business but with restrictions such as above making Ss" 
it impossible for any typical business to do business in a normal way, the 
effectiveness of the entire program as it pertains to a small retail business, is 


lost. 
Sincerely, 

WALT BAHNER, Partner. Cc 
Senator Tuyr. Are there any questions of Mr. Pierre ? or 
Senator Humpnrey. The only point I would like to bring to Mr. ne 
Pierre’s attention was the last two sentences of his testimony wince ti 
disturbed me somewhat, even though I can see the feeling of frustr: s 
tion that must come over you when you see pricing practices such as ty 
you noted in the instance of the fishing equipment, where you have to th 
pay more wholesale than a m: anufacturer advertises it for retail. You us 
said— st 





Some freedom from antitrust prosecution is desperately needed by small 
business. It is tragic that a law intended to preserve small enterprise is now 
used to harass and restrain it. 
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It seems to me what you need is really a more strict enforcement of 
the Robinson-Patman Act and of the antitrust acts rather than relax- 
ation. We have tried fair trading as a means of protecting the price 
on nationally advertised items. I happen to be an exponent of that. 
That, in a sense, is an alteration of what you may call the Robinson- 
Patman Act, an amendment to it, but to ask for less prosecution, I am 
afraid, would not really benefit the small retailer. I am afraid if 
you ever establish that standard, the small retailer and outlet would 
be in even worse trouble. 

I can understand your reaction, don’t misunderstand me about that, 
but I am afraid to leave that in the testimony as an indication of the 
feeling of the hardware association that would maybe do disservice to 
you because I am sure you want the Robinson-Patman Act enforced 
and the Federal Trade Commission to really do its job; isn’t that 
correct ? 

Mr. Prerre. Well, that is true, but I mean as far as the hardware 
association is concerned, we can’t discuss that at a meeting. It is just 
impossible under the law. 

Senator Humpnrey. You mean you can’t discuss the matter of 
joining together for purposes of bringing pressure to bear upon a 
particular ‘supplier. 

Mr. Prerre. That is right. 

Senator Humpurey. | agree with you. 

Mr. Pierre. We can’t even mention it. 

Senator Humpurey. I agree that that can’t be done. However, 
may I say that discriminatory pricing is illegal under the Robinson- 
Paiman Act. We have had our trouble with the matter of policing 
fair trade, but I want to say to any manufacturer, if they don’t want 
their commodities just gutted, they had better start getting on a sen- 
sible pricing practice, because if they start the thing you are pointing 
to, there will be no end to it. 

Senator Tuyr. Anything further ? 

Senator Morsr. I think Mr. Pierre made a very constructive con- 
tribution to this record, and I want to tnank you for it. 

Senator Tuyr. Thank you, Mr. Pierre. 

The next will be Mr. Valard A. Lufi. 


STATEMENT OF VALARD A. LUFI, CERTIFIED PUBLIC ACCOUNTANT, 
MINNEAPOLIS, MINN. 


Mr. Luri. Mr. Chairman and other distinguished members of the 
committee: I appreciate very much this opportunity of talking to you 
gentlemen. I am a certified public accountant in the city of Min- 
neapolis. I am chairman of the tax committee of the local organiza- 
tion of certified public accountants as well as the Society of ¢ Yertified 
Public Accountants. Since the accounting profession services all 
types and sizes of business and must become intimately acquainted with 
their financial problems, the certified public accountant has an un- 
usually good opportunity to appraise the effect of the Federal tax 
structure upon business. 

Whereas my remarks today are strictly my own and do not represent 
an official position taken by any certified public accountant group, 
they are predicated, not only on my own experience but also upon that 
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of many of my colleagues with whom I have discussed these problems. 

We all know that business is becoming more and more com- 
petitive. We also are aware that, competitively, small business is 
at a disadvantage in many respects, not the least of which is in 
financing. 

I wonder how many additional businesses would be started if 
financing could be arranged. I venture to say there would be hun- 
dreds of thousands. 

But the individual entrepreneur or group of individuals who hope 
to start a business are greatly limited in their sources of working 

capital. They must usually depend upon their own savings or those 
of relatives and close friends. They are at a disadvantage as compared 
to larger companies because: 

(1), They are not large enough to make public offerings of pre- 
ferred stock, common stock, or bonds which would be salable on the 
various exchanges. 

(2) Even if a corporation is formed there is little market for its 
securities; investors are not attracted by minority interests in small 
companies. 

(3) If they borrow from banks or finance companies they must 
usually pay a higher rate of interest than the larger and better 
established concerns. 

(4) They can rarely borrow on a long-term basis without giving 
real-estate mortgages. Furthermore, the funds derived from mort- 

gaging property are usually used to acquire that property. This still 
leaves the w orking capital problem unsolved. 

To compete w ith large companies, small business must furnish equal 
or better service. If they deal in products they must have a supply 
of those products available for prompt delivery to their customers. 
They must extend credit to their customers in most cases. They 
must buy efficient equipment to keep operating costs down. They 
should spend a certain amount in research and development of new 
products. All these things require working capital. 

With costs continually rising and competition holding selling 
prices down, a business needs to grow volumewise in order to hold its 
profit position or even to stay alive. To grow requires additional 
working capital for inv entories, credit extension, et cetera. 

Where is this additional working capital to come from? As pre- 
viously mentioned, it is extremely difficult for a small enterprise 
to get it from the investing public. Our Government, through the 
Small Business Administration, has attempted to help small business 
by making loans more readily available. These efforts are laudable 
and should be increased but so far have fallen far short of providing 
the relief necessary. 

The logical and, many times, the only source of increased working 
capital is through earnings. But Uncle Sam and the State govern- 
ments impose income taxes that, in Minnesota, take a minimum of 
about one-third of the profits. On taxable income in excess of $25,- 
000 the income tax take is close to 55 percent. Because of this large 
bite, the amount of funds available for working capital additions and 
plant expansion is in many cases far from adequate. 

Many firms are finding that, even without an increase in sales vol- 
ume, their working capital requirements are increasing. Inventory 
unit costs are higher, the number of units of inventory which must 
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be carried is greater, and customers are requiring more credit and 
longer time to pay. The businesses also need additional funds for 
buyi ing new and more efficient equipment to meet competition. 

Perhaps I should mention here that the remarks I have made per- 
tain to all types of small business organization; namely, corporations, 
partnerships, and individual proprietorships. 

Anything that can be done to reduce the income tax bill of the small 
firm will help solve its financing problem. Unless small business is 
given an income-tax break it is likely that fewer and fewer firms will 
be started and more and more will be driven out of business or merged 
into larger companies. 

My remarks today are directed primarily toward establishing the 
need for tax legislation to effect relief for small business. Time does 
not permit discussing all of the possibilities for achieving this men- 
tioned in the memorandum for witnesses supplied by the Select Com- 
mittee on Small Business. 

I would like to suggest, however, that possibility No. 3 pertaining to 
depreciation be put ‘into effect. Many firms buy used equipment be- 
cause they cannot provide the funds for new. Why not give these 
firms the benefit of accelerated depreciation which is now available 
only to the purchaser of new equipment ? 

There is much merit in giving small corporations the option of 
filing returns as a partnership and permitting stockholders to report 
the net income in their individual income-tax returns. In many in- 
stances the advantages of the corporate form, such as limited liability, 
are denied small businesses because the tax penalty of operating as a 
corporation is too great. 

Mr. Erickson. May I interrupt? Would you agree that the alter- 
native election might be permitted also, to permit small corporations 
to be taxed as partnerships / 

Mr. Lurt. Yes; I would agree that the alternative would be a good 
thing, excepting that we have that in the law now, and I have yet to 
find anybody who has tried it. It doesn’t seem to have had any 
appeal to anybody, and I don’t know just why it is. Perhaps it is 
because nobody « can understand it, and they don’t know where they 
are going when they elect to use it. 

Relief in the form of graduated tax rates on corporations is an- 
other possible solution to our problem. I wouldn’t think, however, 
that the rates on small corporations should be so low as to give them 
an unfair advantage, taxwise, over small businesses operated as part- 
nerships or individual proprietorships. 

I have seen some figures to the efiect that more than 80 percent of 
the small businesses are operated as partnerships or individual pro- 
prietorships as contrasted with the corporate form. 

Graduated rates such as the following might be considered: 

Percent Percent 


On first $10,000 On next $10,000 
On next $10,000 5} On next $10,000 
On next $10,000 Over $50,000 


Finally, I’d like to say a word for overall tax reduction. Legisla- 
tion similar to that proposed in the Sadlak-Herlong bill which pro- 
vides for a program of tax reductions for all classes of taxpayers over 
a 5-year period is long overdue. 

Senator Tuye. Questi ions ? 
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Senator Humpnrey. Thank you, Mr. Lufi. 

Senator Morse. Thank you very much. 

Senator Tuyr. Thank you, sir. 

We now have completed those that were listed to be heard, and we 
do have a few that would like a very brief period of time before the 
committee, say, 3 or 4 minutes apiece, and we will try to accommo- 
date, and the first person that will be called on will be Mr. Verne 
Johnson, and he is an automobile dealer from Duluth, Minn. 


STATEMENT OF VERNE D. JOHNSON, AUTOMOBILE DEALER, 
DULUTH, MINN. 


Mr. Jounson. It is indeed a pleasure to appear before such a dis- 
tinguished panel. My name is Verne D. Johnson, from Duluth, 150 
miles north of Minneapolis. 

Senator Ture. I have always thought that to be 161 when I drive it. 

Mr. Jounson. I stand corrected. 

Senator Humrurey. He is talking of city limits. Superior Street 
is a long street. 

Mr. Jonnson. It depends whether you are going to Fond du Lac 
where the city limit begins or the center of town. 

[ am also a director of the Minnesota Automobile Dealers Asso- 
ciation, and it is actually in that capacity in which I appear here 
today. There are 1,300 new-car dealers in the State of Minnesota, at 
least 1 in each county, and we have also been asked to represent the 
400 dealers representing the State of North Dakota. I think the 
biggest problem facing the automobile dealers today is how to in- 
crease their working capital. Everyone that I have talked to seems 
to be in the same boat that I am. We are under pressure from our 
suppliers to increase our facilities, by more equipment, to hire more 
employees, and to have more money available for investment in the 
business. There is only one place that we can figure out where that 
money is going to come from, and that is the earnings that we make 
from our business. If we could reinvest some of our earnings every 
year in our business, it would be possible for us to expand to provide 
greater employment for more people who in the long run will prob- 
ably pay more accumulative taxes than the Government is now re- 
ceiving today. Time does not permit me to read this detailed state- 
ment which we have prepared. 

Senator Ture. Mr. Johnson, your statement will be made a part 
of the committee report ; the complete statement. 

Mr. Jonnson. Thank you, Senator. 

(The prepared statement of Mr. Verne D. Johnson is as follows:) 


STATEMENT OF VERNE D. JOHNSON, AUTOMOBILE DEALER, DULUTH, MINN. 


Mr. Chairman and gentlemen of the committee, my name is Verne D. Johnson. 
I am an Oldsmobile dealer in Duluth, Minn., located 150 miles from the city of 
Minneapolis. I have heen engaged in the automobile business 10 vears. I ap- 
preciate this opportunity to express to this committee of the United States Sen- 
ate my personal views on the impact of Federal taxation upon small business. 

It is my privilege to appear before this committee today, not only in my in- 
dividual capacity as a small-business man and taxpayer, but also in a repre- 
sentative capacity on behalf of the 1,300 franchised automobile dealers in our 
fine State of Minnesota. In view of the fact that we have been honored to re- 
ceive this committee in Minneapolis, the 400 franchised automobile dealers in 
our neighboring State of North Dakota have requested that I submit their 
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views also. So, in my presentation to you I speak for the automobile dealers 
of Minnesota as well as those of North Dakota. 

In view of the limitations of time, I wish to state in summary fashion our 
position on the nine specific points raised by your staff in its memorandum 
for witnesses. 

The first point raised is: Whether estate taxes should be permitted to be paid 
in installments over a period of years. 

We are wholeheartedly in favor of a change in the law that would make this 
possible. The estate of a small-business man, in a great many instances, is faced 
with the necessity upon his death, where he is the sole owner or principal partner 
of the business, of liquidating the business in order to meet the estate taxes 
which become due and owing. This is particularly true where, as an outside 
limit under the present rules of practice and procedure before the Bureau of 
Internal Revenue, a maximum period of 15 months is allowed in which to pay 
the taxes. Today, the astute small-business man, in anticipation of this as a 
possibility, upon the approach of retirement from business, or in anticipation of 
impending death, finds it desirable to sell his business or to merge it with a 
larger concern in order to avoid or minimize to as great a degree as possible the 
tax burdens and financial loss that would be imposed upon his next of kin and 
business associates in meeting the requirements of the present estate-tax law 
upon his death. 

There are several possible ways of handling this situation. One of them is 
covered in the latter part of H. R. 5735. That bill, as you gentlemen are aware 
of, makes it possible for a taxpayer to purchase non-interest-bearing antici- 
patory State tax certificates up to the sum of $100,000. It is also desirable that 
the period of time within which estate taxes may be paid should be increased 
to 10 years and established as a matter of statutory law rather than being left 
to executive or administrative discretion. In this way, it would be possible 
for a small business confronted with the necessity of paying estate taxes to do 
so as a going business and not under the pressure of liquidating or as a crash- 
basis proposition. 

The second point which you inquire of is: Whether to permit partnerships 
and proprietorships to be taxed as corporations. Certainly the present law with 
respect to corporations, partnerships, and proprietorships is neither equitble 
nor fair. There are certain benefits conferred upon those doing business in 
the corporate form which are not available to the sole proprietor or to the 
partnership. While there are justifications for the different legal forms in 
which business may be transacted, so far as taxes are concerned, benefits should 
not be conferred upon one legal entity and denied to another simply because of 
the particular legal cloak in which the business is wrapped. It is most desirable 
that taxes be imposed fairly upon all alike. In view of the fact that most small 
business is transacted either as a partnership or proprietorship rather than asa 
corporation, I fail to see that there is any justification for the present benefit 
accorded corporations which is denied to partnerships and proprietorships. 

The third point which you have raised is that of permitting taxpayers to 
use alternative methods of depreciation provided by section 167 of the 1954 IRC 
for used property. It is our position that the present law is discriminatory 
and without economic or legal justification. Large businesses as a rule are 
privileged to acquire and use new machinery, whereas that which they cast 
off or dispose of in order to make way for new machinery finds its way into the 
hands of small business. Under the present law a more rapid depreciation is 
allowed for new equipment than for used equipment. As a result large business, 
or affluent business, which is able to buy new equipment as distinguished from 
used equipment, has a distinct tax advantage over small business which finds 
it either necessary or desirable to acquire used equipment. We feel that the 
same depreciation rate should be accorded both, in order to preclude a dis- 
criminatory situation arising between large and small business. 

The fourth point that you inquire about it whether or not a proprietor of an 
unincorporated business should be permitted to be treated as an employee under 
qualified pension, profit-sharing, or stock-bonus plans. Certainly he should be. 
Here again, a sole proprietor should be afforded the same benefits in these areas 
as one who would be doing business in the corporate form. The law should be 
designed so as to permit a sole proprietor or partner to establish pension, profit- 
sharing, or stock-bonus plans to the same extent, with the same benefits and 
privileges, as are currently accorded to those doing business in the cerporate 
form. 
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I commend to the committee’s careful consideration H. R. 9 and H. R. 10 
which treat this subject. 

The fifth inquiry raised by your staff was, what was our position with respect 
to graduated corporate tax rates. Our basic view is that all tax rates are too 
high. Some of them are confiscatory without any justification historically, 
logically, or economically, so far as raising revenue is concerned. It is our 
contention that all tax rates can, should, and in some instances, must be reduced, 
Of course, there are more ways than one to accomplishing a fair and equitable 
tax structure. 

Fundamentally we are opposed to a graduated tax rate, whether it applies 
to corporations or individuals. It is our desire to see that the proper tax rates 
are applied straight across the board. Graduated tax rates are a hideous device. 
They are without logic or justification. They penalize the industrious and the 
successful. They put a premium upon success. They work contrary to the 
basic fundamentals of our economic operation and the recognized standards 
under our labor laws. It is inconceivable that a laborer would receive less for 
overtime work than he would for regular work, or that a salesman would be 
expected to receive less of a commission for sales accomplished above his normal 
or basic required minimum. So, we are opposed to graduated corporate, or 
graduated any other type, tax rates. 

The sixth inquiry is whether or not a standard deduction should be permitted 
to be elected by small business. It is our feeling that the approach presented 
in H. R. 5735 on this subject is the more fair, equitable and desirable way of 
handling this matter. 

The first portion of this bill provides that any business, large or small, is 
privileged to deduct before taxes 20 percent of its net income or $30,000, which- 
ever is less, and to reinvest it in that business. As a practical matter this con- 
fers greater benefit upon small business than on large business. simply 
because $30,000 means a great deal more to a $75,000 a year business than it 
does to a $75 million business. However, as provided in H. R. 5735, it is com- 
pletely fair, equitable and nondiscriminatory to all business, regardless of size 
or form in which it is conducted. 

This provision goes to the very heart of the need of small business today, 
and that is increased working capital. The necessity for increased working 
capital and the inability of small business to readily acquire it dictates that 
the law be amended so that small business may retain a larger percentage, than 
it can at present, of its earned income which may be put back into the business. 

The argument just presented applies also to your inquiry of whether or not to 
permit deductions for additional investments for the year, which was your 
seventh point. 

The eight point that yon raise is whether or not there should be an increased 
exemption of corporate income subject to the surtax. If you start with the 
basic proposition that a surtax is desirable and necessary, which I submit is a 
debatable proposition, then certainly it is highly desirable that the point of 
applying the surtax should be raised from its present $25,000 mark. It is a 
question of arbitrary judgment based upon many factors which are fiexible, and 
a matter of opinion and discretion as to where that point should be. Compe- 
tent thinking has suggested that certainly it should be raised to $50,000. Some 
have mentioned $75,000 and others have gone as high as $100,000. But, it is 
conceded by all that $25,000 is too low. 

Your ninth and final point inquires whether there should be a reduction in the 
corporate normal tax and the answer to that is yes. There should be a reduc- 
tion in the normal corporate tax, and it should be reduced to a point which will 
permit a reasonable retention of earned profits so that it would be possible for 
businesses falling in the normal tax bracket to maintain their relative position 
in the economic scale of our economy and at the same time buttress themselves 
against unforeseen, but nonetheless anticipated adversities in the future, as well 
as to permit them to grow and expand in keeping with the good fortune, skill, 
wisdom, and opportunities afforded industrious and intelligent management and 
leadership. 

I thank you, Mr. Chiarman, for the privilege of appearing before you. 


Mr. Jonnson. I would like to state that this statement is not my 
own personal statement alone. It is the thinking of the entire board 
of directors and the officers of the Minnesota Automobile Dealers Asso- 
ciation. We have canvassed many different people and have gotten 
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their views in preparing this statement, and the association is behind 
the statement 100 percent. 

There is one point that I would like to mention which we did not 
bring out in the statement. We would like to see enacted H. R. 8623 
which has to do with the taxing of dealers’ reserves. As you gentle- 
men are probably aware, the dealers do make a small percentage on 
time payments, but those funds are not paid to them until the time 
contract has been paid up in full, finance company, whether it is GMAC 
in our case or Commercial C redit or Unive ‘rsal, or regardless of which 
lending institution it is, holds a certain reserve "back until all contracts 
are paid in full, at which time that money is then paid to the dealer. 
Under the present interpretation of the Internal Revenue Bureau the 
dealers have to declare those funds as income, pay taxes on them, even 
though they have not actually come into the possession of the des uler, 
they are not his to work with, and in many instances he does not 
receive the full amount which was origin: lly set up as a reserve be- 
cause if there is a repossession, that repossession expense must be taken 
out of that reserve. H. R. 2623 will take care of that situation, and 
we earnestly hope that that bill is passed. 

So far as specific recommends itions are concerned, there probably 
are as many as there are ways to filet a walleye or to cook a duck. 
Every hunter and foliar an has his own recipe, but we have three 
suggestions which we think are pretty much in line with some of 
the suggestions previously made. Inasmuch as our greatest need 
is more working capital for our businesses, we would like to see at 
least $10,000 a year minimum allowed to be reinvested in the business 
tax free. Our second rec ommend: ation would be to increase the point 
at which the surtax is applied to at least $100,000 as was prev iously 
mentioned, I think, the $25,000 limit that was instituted in 1938 

Well, the dollar is worth perhaps only a third today of what it 
was then, so somewhere in the neighborhood of $100,000 would not 
seem to be an excessive level on which to start to apply the surtax, 
if a surtax is needed. We would like to see perhaps a rate of 20 
pere ent on the first $100,000. 

Time is running out, and my 5 minutes is up. I wish to thank 
you most sincerely for your courtesy in allowing us to appear and 
compliment you on your stamina. If the Golden Gophers had some 
of that, perhaps they would have a better record this year. 

Senator Tue. Do you know what this committee is faced with 
this evening? We flew in last night, and we are going to take the 
3:30 me? out of here in the morning, and we will be in Portland, 
Oreg., at 7: 30 tomorrow morning, and we expect to be in a committee 
room at 10 tomorrow. Now, then, if you think we have been enduring 
some today, we are going to endure a lot before we really pull our 
shoes off for a real night’s rest. 

Mr. Jonson. I don’t envy you at all, and I thank you ever so 
much for the privilege of appearing here. 

Senator Morsr. Thank you. 

Senator Humpnrey. Thank you. 

Senator Tyr. The next person will be Mr. John C. Enblom, 
Crenlo, Ine., Rochester, Minn. You have been with us and sitting 
patiently waiting. 
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STATEMENT OF JOHN C. ENBLOM, PRESIDENT, CRENLO, INC., 
ROCHESTER, MINN. 


Mr. Exetom. Mr. Chairman, I am here as a representative of the 
Rochester Chamber of Commerce. 

Mr. Stuurs. Could you identify yourself for the record ? 

Mr. Enztom. John Enblom. I am president of Crenlo, Inc., manu- 
facturing firm in Rochester, Minn., employing 120 people. 

Imbued with this ch: amber -of-commerce spirit, I was going to tell 
you that Rochester had a populs ition of 35,000, but Paul Grassle beat 
me to it and said it was only 30,000. 

We are in one of the fastest growing communities in Minnesota, 
and I have submitted a statement which, I understand, will be in 
the record. 

Senator Tuyr. That is correct. 

(The prepared statement of Mr. John C. Enblom is as follows:) 


NOVEMBER 8, 1957. 
SELECT COMMITTEE ON SMALL RUSINESS, 
United States Senate, Washington, D. C. 

GENTLEMEN: This statement is being submitted on behalf of the members of 
the Chamber of Commerce of Rochester, Minn. We welcome this opportunity 
to bring to your attention our views on the matter of Federal taxes as they 
affect small business. We feel that the service this committee is performing 
in giving this entire matter a thorough public hearing is a most construc- 
tive step. We express our appreciation for your earnest efforts. 

Several meetings were held with owners and operators of small businesses 
in our community, and we believe the comments we are about to make are 
representative of group thinking. In the process of our study, we reviewed 
the Seventh Annual Report of the Select Committee on Small Business of the 
United States Senate. We heartily concur with the major conclusions drawn 
in this report, and wish to emphasize the following: 

1. The Nation’s smaller business units play a pivotal role in the preserva- 
tion of our form of industrial democracy. 

2. Small business has not shared, in recent years, on a relatively equal basis, 
with big business in the economic growth of the country. 

3. Major factors which hamper the ability of small business to participate 
in the growth of the country include: 

(a) The high rate of business-income taxes, which has restricted the 
growth of small companies much more severely than that of larger con- 
cerns. 

(b) The difficulty of obtaining credit, both short and long term. 

(c) The higher costs of raising money, whether by borrowing or by 
equity financing. 

We believe immediate and effective action is necessary to reduce the burden 
of Federal] taxation on small business. To assist this committee in analyzing 
our comments, the remainder of this statement will be arranged in the same 
order as the memorandum which was supplied to us for guidance. 

“Consider whether the Federal tax structure has any effect on small business 
different from that on other segments of the economy.” 

Yes; there is a substantial difference in the effect on small business. We 
rely, to a large extent, on retained earnings as our major source of growth 
capital. In fact, it’s almost impossible to obtain funds in any other way. 
The terrific impact of the Federal income tax removes a large portion of this 
source of expansion funds. On the other hand, large corporations have ready 
access to the money market and can borrow funds or raise equity capital. They 
have been able to improve and expand their plant facilities, making use of fast 
tax-writeoff arrangements (a device which has been largely unavailable to 
small business). And, further, today’s large corporations were nurtured and 
grew during a period when corporate-income-tax obligations were either ex- 
tremely low or nonexistent. 

“Is tax relief necessary ?”’ 

Yes; changes are necessary in taxation policies as they affect small business. 
We believe an awareness of the problem by this committee is the best assurance 
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we have that such relief will be forthcoming. The task of setting up a fair and 
equitable tax policy requires a greater knowledge of the overall program than we 
possess. Our comments on the various suggestions for tax relief are as follows: 

1. “Permit estate taxes to be paid in installments over a period of years.” 
This would be a constructive step in maintaining the independence of small 
pusiness and preventing mergers brought about by pressures of inheritance taxes. 

2. “Permit partnerships and proprietorships to elect to be taxed as corpora- 
tions.” We have also noted comments as to the possibility of allowing closely 
held corporations to elect to be taxed as partnerships. We believe that this ques- 
tion is best answered by establishing realistic corporate-tax rates en a graduated 
basis. 

3. “Permit taxpayers to use alternative methods of depreciation provided by 
section 167 of the 1954 Internal Revenue Code for used property.” It would appear 
that this item and item No. 7 might be considered jointly. The biggest hurdle 
for the small business to clear when contemplating the purchase of new or used 
equipment or construction of new plant space is that of raising adequate cash 
funds. If all or a portion of such investment were allowable as a deduction in 
the year purchased, this need for cash would be eased. It is true the business 
would lose the deduction in future tax years, but it should then be in a better 
position to meet its tax obligations. It is absolutely vital that small business be 
in a position to invest in improved facilities in order to keep up with technological 
progress. We suggest considerably more flexibility in the treatment of deprecia- 
tion rates and allowances for chargeoff of newly acquired facilities. 

4. “Permit a proprietor of unincorporated business to be treated as employee 
under qualified pension, profit-sharing, or stock-bonus plan.” This would seem 
to be a reasonable and proper arrangement. 

5. “Graduated corporate tax rates.”” We strongly urge adoption of a tax code 
that will establish a system of graduated tax rates for corporations. There 
should be a greater differential in rates applicable to small and large corpora- 
tions. 

6. “Permit election of standard deduction for small business.” This may 
simplify the preparation of tax returns for very small business operations but it 
does not seem that the standard deduction would have very widespread beneficial 
effect, nor would it solve basic problems. 

7. “Permit deduction for additional investment during taxable year.” See 
reniarks above under paragraph 3. 

8. “Increase exemption of corporate income subject to surtax.” We are not 
making specific suggestions but believe that the entire field of graduated tax 
rates, portion of income subject to normal tax and surtax rates must be treated 
asa whole. It is the end result that is important—namely, a revision in the tax 
structure to lighten the tax load on small business which is presently placing it 
at a competitive disadvantage. 

In closing, we should like to indicate our active interest in the Small Business 
Administration agency as a spokesman for sinall business. The financial-assist- 
ance program of the Small Business Administration has played an important role 
in ineeting the needs of many hard-pressed companies during this period of tight 
money. Without a doubt, it has saved many a credit-worthy small-business 
enterprise from going into bankruptcy or being forced into a merger, or outright 
Sale. Until such time as the free-enterprise system provides adequate sources of 
capital for small business, the Small Business Administration should continue to 
function in this area, 

Very truly yours, 
JOHN C. ENBLOM. 

Mr. Ensitom. And I have noted from the progress of the hearing 
this afternoon that you are perhaps more interested in individual 
situations that are specific rather than you are in generalities. We 
started our business in 1951, basing it or establishing it on the personal 
savings of three men who have been employed for a number of years 
in other capacities, 

Senator Tuyr. What is the nature of your business? 

Mr. Enstom. We manufacture metal products, sell them to people 
such as Caterpillar and John Deere and International Harvester. 
original-equipment items, primarily cast for tractor operators, fuel 
tanks and things of that nature. 
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I can certainly testify to the earnings rate per dollar on sales. Ours 
is getting in that range—in fact in the first few years they were in 
negative “quantity. Ne *vertheless, we have made progress. ‘The most 

recent thing that has happened that is affecting us is the establishment 
of this IBM operation in Rochester. We are a subcontractor to them, 
and it means quite a bit to the future activities of our company. 

Senator Toyz. May I ask, How do you subcontract with them ? 

Mr. Enniom. About 8 months ago they approached us to see if we 
would be interested in carrying out a reconditioning operation on 
machines which have been out in the field on a lease basis, and 
most of their machines are leased. 

Sen: ator Tuye. That is highly skilled. 

Mr. Ensiom. It requires a substantial amount of knowledge. 

Senator Tye. That is what led me to the interruption because here 
you were making fuel tanks, et cetera, for tractors, which is not skilled, 
but your personnel was such that they could be trained to do the 
skilled work in repairing and reconditioning those very intricate 
machines. 

Mr. Enstom. That is correct. It involved an expansion program 
that amounted to approximately $125,000, which was about seven times 
the amount of our after-tax earnings last year. I can’t help but 
draw some comparison between our situation and that of Thompson 
Products, faced with replacing their $62,000 lathe. If they wanted 
to, I am sure they could sell a substantial amount of stock. I don’t 
think there is a bank or insurance company in the country that 
wouldn’t take 25 million or a hundred million dollars of their deben- 
tures for a 20-year period at a very modest rate of interest. Or it is 
entirely possible that that lathe might have been written off on a 
rapid depreciation basis tied in with a defense facility writeoff. 

Now, a business such as ours has no such means of raising capital. 
We investigated the possibility of selling equities. We were told 
that in the first place they weren’t interested, but if they were, the 
net cost to us would have been approximately 25 percent of the amount 
of the issue sold. Contrasted that with just one to a few percent for 
stock issues of a major concern. Commercial banks were not pre- 
pared to extend us any long-term credit. We ended up with the SBA, 
God bless them. 

Senator Toyz. Thankyou. A cheerful note. 

Mr. Enetom. I can speak with knowledge of the letter that was 
filed a few moments ago regarding this hardware dealer that was 
seeking SBA assistance. We agreed to all of those restrictive cove- 
nants. We mortgaged everything we have and everything we expect 
to get in the next 10} years. We agreed to salary limitations which are 
very strict. We agreed to take no dividends for 10 years. And then 
on top of it, we agreed to this so-called 50-percent earnings clause 
which requires that payments on the loan be accelerated to the extent 
of 50 percent of your earnings before reserves for depreciation, before 
taxes, which is a very, very severe restriction, and I would ‘like to 
suggest that that be considered by the SBA in the light that it ham- 
pers the future growth of a company which has been assisted by the 
SBA, and then “they turn around immedi: itely and throw a rather 
serious limitation on their activities in the years during the period of 
the loan. 
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Senator Tuyr. That is where I would suggest that you point up 
very clearly and specifically how that is working a handicap to you, 
because then we can take that and lay it before the administrator and 
have that situation corrected because the local bank was in no position 
to give you relief. 

Mr. Exsrom. No. 

Senator Taye. And you did not wish to expand by selling any kind 
of stock, and, therefore, this was the course open to you. That was 
what we had in mind when that agency was brought into being. But 
of course that agency could not be ¢ competitive to banks without creat- 
ing what would be the impossible for any congressional Member to 
live with, but if it works a handicap and restricts you to a point where 
it destroys your opportunity to be successful, then that must be cor- 
rected in the administrative policies of the agency. 

Mr. Ensitom. Thank you. 

I could add that in discussing this with the administrators, they 
pointed out a readiness to discuss the situation as it came up from year 
to year; and, if we can establish that that would work a hardship on us, 
they would consider it. 

Nevertheless, the burden is on us to establish those facts. 

What I have been attempting to point up here is that the small 
corporation such as ours is faced with some very severe handicaps, and 
one means of relieving them will be lower tax rates on a corporate 
income. I strongly favor the accelerated depreciation provisions and 
also establishing some deduction for additional investment during the 
taxable year. 

Thank you very much. 

Senator Tuyr. Any questions ? 

Senator Morse. Just one, Mr. Chairman. Do you think you would 
be any less risk if all those restrictions hadn’t been imposed upon you? 

Mr. Enziom. No;I don’t think that that limited the risk necessarily. 
I think the risk taken is on the individuals, the management, primarily. 
We, by the way, took over a plant that went into bankr uptey under 
the RFC. It was distress property that we purchased from the RFC. 
I think the ability to repay the loan is dependent upon the oper ation 
of the plant rather than having a mortgage on the property or equip- 
ment or limitation on salaries, whatever it might be. 

Senator Morse. Do you think all those restrictions that are imposed 
by the Small Business Administration are having the effect on many 
people that may not have your blood chemistry ‘to just not make an 
application in the first place, and therefore society has lost a business 
and an employment place for a lot of people that it might otherwise not 
have lost if the Government didn’t impose all those restrictions? 

Mr. Enptom. I am sure it has discouraged some loan applications. 
Maybe some of them should have been. 

Senator Morsr. Oh, no doubt some of them. 

Mr. Enstom. But felt that it was quite severe. 

Senator Morsr. You are going to have somebody in a position of a 

value judgment as to whether or not they think the risk is good or bad 
anyway. Why do you have to have all those restrictions in addition? 
I hate to think of what would h: appen to a local banker if he tried it. 

Senator Humpnrey. I was just going to ask, Mr. Chairman, if we 
have all those restrictions, which I gather are required necessarily, why 
do you need a Government agency? Good grief, if you have to put 
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up that much collateral, it must be a pretty good loan. Isn’t your 
collateral much more than the value of your loan # 

Mr. Ensiom. Yes, it is. 

Senator Humrpurey. About how much more? 

Mr. Ensiom. Well, on a replacement-value basis it is about double 
the amount of the loan. 

Senator Humpnrey. You also mortgaged your earnings—I mean, 
ou restricted your earnings, restricted your salary. What would 
appen if you really got in a jam phy sically, for example, and couldn’t 

work yourself? What about your earnings? 

Mr. Ensrom. It would depend to some extent upon the good will 
of my associates in helping me along through such a period. 

Senator Humpurey. Don’t misunderstand me. I agree with Sena- 
tor Thye very strongly that the Small Business Administration by 
and large have donea pretty good job. 

Mr. Ensiom. I do, too. 

Senator Humrurey. I am getting at whether or not the standards 
imposed by a Government agency aren’t almost as much as those im- 
posed by a private lending institution. 

Mr. Ensiom. Well, the approach—and I think to an extent it is 
necessary—let me say that the restrictions must be less severe because 
we could not interest a bank: in the loan. 

Senator Humpurey. You couldn’t interest the bank in the loan. 

Mr. Ensrom. No, sir. 

Senator Humpnrey. Are you a solvent company ? 

Mr. Enstom. Definitely. 

Senator Humpnrey. You have some reserves. 

Mr. Ensiom. Limited. 

Senator Humrnrey. But you have some. 

Mr. Enstom. Yes, sir. 

Senator Humpnrey. You are not in the red. 

Mr. Ensiom. No, sir. 

Senator Humpnrey. You mean to tell me that with collateral twice 
the amount that you couldn’t interest a private bank in a loan? 

Mr. Ensiom. Without an earnings record extending over a mini- 
mum of 5 years they are not interested. 

Senator Humpurey. I don’t know what you need banks for then 
if you have to have that long a record. 

Mr. Ensiom. In today’s market they have more opportunities to 
lend their money than 

Senator Humpnrey. That is the point. They have other, bigger 
fish, so to speak, bigger ponds to use the money in. 

Mr. Ensom. And I think that is exac tly what has put the burden 
on smal] business. 

Senator Morse. Don’t misunderstand me, Mr. Witness. I com- 
pletely agree with Senator Thye. I don’t know anybody who is : 
more ardent supporter of his in the Small Business Administration 
than the Senior Senator from Oregon. 

Senator Ture. That I will say, Senator, because you helped me 
both in committee and you helped me on the Senate floor. 

Senator Morse. But I just wonder if this isn’t an example of what 
we were talking about 30 minutes ago where we have passed some 
legislation and now some administrative practices are beginning to 
develop that maybe are not in line with what our original purpose 
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was, and that is why I think your testimony is so very valuable here, 
and I can say this for Senator Thye, he is as interested in finding that 
out as Iam. But what I am thinking about, young people—and by 
“young people” I mean in their thirties—can make a contribution to 
the American economy as entrepfeneurs, if they can get some help to 
et started, but you are going to scare them away, I am afraid, many 
of them, w ‘ith the kind of requirements that you "have just dramati- 
cally described here, and I don’t think you give much better protection 
to the American taxpayers, whose money is involved, by all those re- 
strictions, either. Just think of what it does to you over a 10-year 
period as far as your freedom to expand. I am not speaking of you 
personally, but about the problem. Don’t talk to me about free enter- 
prise. If you come along and have all those restr ictions on the free- 
dom of the enterpriser, my tentative opinion is, maybe we had better 
take a look at some of the requirements. 

Senator Tuyr. Well, Mr. Enblom, the Farm Home Administration 
gave certain opportunities to the rural youth and his wife in order to 
become a property owner or a manager, an operator. 

That is what led me to explore the question of what avenues were 
open to the businessman to avail himself of such assistance where the 
collateral he had to offer was insufficient to permit the bank to do the 
financing. That was the purpose of the Small Business Administra- 
tion, to give the young businessman an opportunity, the worthy busi- 
nessman who had an idea and a past record that promised to be a 
very able business manager if you just gave him the opportunity. You 
have just demonstrated ‘that you had taken from nothing a bankrupt 
RFC organization to build it into a successful business. You have an 
opportunity to serve in your Rochester community in an excellent 
manner, and you have av: ailed yourself, first, of the opportunity, and 
second, to give employment to your workers and to the workers in that 
community of Rochester who are skilled. So the Small Business Ad- 
ministration, I hope, can be administered in such a manner that it 
will deserve continuation and at the same time not get itself so in- 
volved that it will be destroyed by a bad reputation, They may have 
been a yim conservative in some of their administrative practices in 
the past, but we are hammering away, and an incident such as you 
have told us of at this hearing will help us to iron out the little things 
within the administrative function that has possibly destroyed the 
opportunity of many a young man availing himself of the agency’s 
he ‘Ip. 

Senator Humpurey. My only point is, the Farm Security Admin- 
istration did the work to which the Senator is referring and not the 
Farm Home. In the early days of depression, it loaned money to 
people who couldn’t get money any place and were flat broke, ‘and 
it made money off those loans, and the RFC made lots of the money 
off of what it called loose loans, too, and not its hard loans. You 
didn’t get any loan from any Federal agency, did you, when you took 
this company over when it was broke ? 

Mr. Enstom. Not immediately. About a year after. 

Senator Humrurey. From whom did you get that ? 

Mr. Enstom. RFC. 

Senator Humpnrey. Did you have to give the same kind of col- 
lateral ? 

Mr. Ensiom. Largely. 
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Senator Humpnrey. Completely ? 

Mr. Enstom. My memory is a little hazy, but I would say com- 
pletely, yes. 

Senator Humpurey. What I am trying to get at, I am for SBA, 
but I am not for any Federal agency imposing more severe standards 
than a private banking institution. I think the purpose of a Federal 
agency is to supplement, I think it is to be able to take more risk, 
that is its purpose, to take up the risk paper. Good grief, w hat 
about a man just getting started? He doesn’t have 5 years of earn- 
ings. When do you get this 5 years? Who gives you the first break? 

Mr. Enstom. That is the big part of the problem. 

Senator Humpnurey. Sure it is a big part. I want the SBA to 
understand that I think they have to be careful. There is a difference 
between being careful and being unreasonable. 

Senator Tuyr. I want the record clear. I don’t think the Senator 
meant I was in error when I said the Home Farm Administration. 

Senator Humpurey. I said the early one was the Farm Security 
Administration which really made the risky loans, the old FSA, not 
Farm Home. 

Senator Tarr. The Farm Home Administration as identified re- 
ferred to and as I knew it to be, because I was one of the originators 
that set it up as a function in Minnesota when they authorized it— 
and I set up and was administering it on the county levels in the State 
and was on the State agency that first organized it, and I also had 
granted many of the other farm administrative loans such as com- 
missioner’s loans, the second mortgage, so I was familiar with the 
method with which we financed agriculture in Minnesota from the 
days of the thirties up throughout the war period—and that was what 
led me to explore the avenues insofar as it related to the businessman 
as to whether he had the same opportunities that we afforded many 
a young couple in the farm home or rural area. 

Mr. Ennio. I think the SBA has gone a long way in meeting the 
situation, but I am interested to hear that there is a desire to further 
improve it if some of these things appear to be necessary. 

Thank you very much. 

Senator Ture. The next person will be Mr. Watland, of the Wat- 
land Implement Co., of Jackson, Minn. 


STATEMENT OF BUREN WATLAND, WATLAND IMPLEMENT CO0., 
JACKSON, MINN. 


Mr. Wattanp. Mr. Chairman, Senator Humphrey, Senator Morse, 
Congressman Wier, I realize the hour is getting late. My name is 
Buren Watland, I am a farm-equipment “dealer at Jackson, Minn. 
From the testimony given here today, I can vouch that I have the 
booby prize for the lowest net profit of any business that has been 
represented here. 

Like most farm-implement dealers, my business is located in pre- 
dominantly rural community and our customers are farmers. The 
typical dealer in this area of the United States employs four people 
besides himself. The average 1956 sales volume was $215,905. The 
average 1956 net profit before taxes of Minensota d alers was only 
1.22 percent, or $2,638. A similar survey made of dealers in Iowa, 
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Nebraska, North Dakota, Minnesota, and South Dakota shows that 
the average net profit for 1956 for those areas was even less. 

The present Federal tax structure, both income taxes and estate 
taxes, will contribute materially to the eventual elimination of the 
small, individual retailer from the economic society of this country. 
We feel that unless some method can be found to enable the small- 
business man to plow back a portion of his earnings into the business, 
it will become increasingly difficult for a young man to enter the small- 
business field and for existing small business to continue. 

One of the basic problems with which we are faced today is that 
annual increases in the cost of inventory requires the use of practi- 
cally all the annual surplus earnings. The result is the lack of 
funds to be used in capital improvements and for investment in the 
essential modernization of business methods. The average dealer 
inventory last year was approximately $70,000. 

Taking average annual increase of 5 percent, with a net profit of 
$2,600, you can see about how much we can invest in adding services 
to the farmers in our area. 

The annual cost of merchandise inventory for the past 10 years 
has been such that the net profit before taxes was not sufficient to 
make it possible to increase new capital goods as they should have 
been increased and, in many cases, insufficient to replace and mod- 
ernize existing equipment. 

I am definitely of the opinion that tax relief is necessary if small 
business of my type is to survive in the immediate future. It cer- 
tainly does not seem that it would be in the public interest, because 
of taxation, that a main street merchant be replaced by a large, 
monopolistic corporate retailing system, which we have in our type 
of business at the present time. 

It is important to note that many of the farm-implement busi- 
nesses are family owned and operated. In my particular case I am 
the second generation operating the business out of the same loca- 
tion. Under the present estate-tax laws, the death of the senior 
member of the firm often eliminates continued operation of a busi- 
ness due to: (1) Short period of time given by law in which the 
estate taxes are to be paid. (2) Under existing business conditions 
funds are not available for reserves or insurance to make immediate 
payment of estate taxes. 

In contacts made with other implement dealers I find that they 
strongly favor passage of the Curtis bill, H. R. 5735. This bill will 
allow small business to retain more of their earnings to meet the 
great increase in needs for capital requirements by allowing them 
to deduct from business net income, for tax purposes, an amount 
equal to additional investment in depreciable assets or inventory 
subject to limitations during the taxable year. I understand that 
there are 57 national trade associations representing over 4 million 
small- and medium-sized businesses that endorsed the Curtis bill. 
My fellow dealers and I hope that this legislation will be passed in 
the next session of Congress. 

I feel privileged to have been a part of the farm-equipment indus- 
try which has done so much to relieve the drudgery of tilling the 
soil and made available such an abundance of food for the well- 
being of all people. It is an established fact that mechanized agri- 
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culture has resulted in the people of the United States enjoying the 
highest living standard of the world. 

We, also, in our State association, favor the graduated income tax 
as proposed by Senator Humphrey 

In closing I wish to emphasize the seriousness of our problem by 
pointing out that. since 1950, in my State of Minnesota, the number 
of independent farm-equipment dealerships has been reduced by 
over 20 percent, or from a total of 1,660 to our present, 1,290 firms, 
One of the major contributing factors to this reduction has been 
our small-business tax structure. Our dealers in Minnesota appre- 
ciate your keen interest in our present economic plight and thank 
you for the opportunity of discussing our business with you. 

Senator Tuyr. Thank you, sir. Any question of Mr. Watland? 

Mr. Wier. On the basis of all of these implement represent: itives 
here, I think these ought to be sent on to Secretary Benson, of the 
Agri icultural Department. 

Senator Tuysr. The Secretary will have the entire record for read- 
ing material. 

The next will be Mr. Paul Lockwood, of Windom Implement Co., 
of Windom, Minn. 


STATEMENT OF PAUL LOCKWOOD, WINDOM IMPLEMENT CO., 
WINDOM, MINN. 


Mr. Locxwoop. My name is Paul Lockwood. I am a partner and 
principal owner of the Windom Implement Co., at Windom, and the 
promcent of the Westbrook Implement Co., a corporation at West- 


rook. We operate 2 identical kinds of businesses, 1 which is a part- 
nership, consisting of my wife and myseli, which we operate at 
Windom. The other is a cor poration at Westbrook. The corporation 
is primarily organized for the purpose of selling stock to some em- 
ployees, which “would give them a greater interest, of course, par- 
ticularly our manager up there, and to also insure continuity of the 
operation when—I was about to add “if,” and there is no “if” in it— 
when I die, and, of course, when you have other people interested, 
you are interested in maintaining a continuity of your firm. It 
wouldn’t have to be sold immediately upon my death. 

Now, on the two places we, of course, get different tax merit. On 
the first dollar at Westbrook, which is a corporation, we have to pay 
30 percent in Federal income tax. The partnership at Windom is 
treated differently, of course, as we all know, and the tax is less down 
there on the same profits as it is on the corporation. 

Now, I agree, in general, with practically everything that has been 

said here tod: ay, but I am going to just be a little bit more specific, 
and I am going to attack it and put a little more emphasis on what 
I think is “probably our biggest problem, and that is inflation, and 
I am going to give you a brief example, and I am not going to 
take up your time. 

The average implement dealer, as Mr. Watland told you, in the 
State of Minnesota has about a $70,000 inventory. About Se ptember 1 
of this year my company—and, I presume, most of the others—came 
along with, roughly, an increase in price of between 10 and 15 percent. 

Now, what does that mean? That means that next year, to carry 
the same stock, I have to have a capital of some $77,000 to $80,000. 
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Where am I going to get it? He has already told you our average 
earnings are $2,600 a year, and I have to dig up $7,000 somewhere. 
Where in the world am I going to get it ? 

Senator Tnyer. If you don’t mind an interruption at that point, 
your customer is the man that is going to help move that inventory. 

Mr. Locxwoop, That is right. 

Senator Tiye. Your customer is Mr. Farmer Brown or Mr. Smith 
or Whatever his name might be out in the countryside. 

Mr. Locxwoop. Nobody else. 

Senator Tiuye. And we who are in Congress are faced with the 
tremendous responsibility in trying to have for him somewhere near 
the level of parity in order that he can afford to buy that implement 
inventory that you are now talking about. 

Mr. Locxwoop. Yes. 

Senator Ture. And he cannot do it, as I looked at some prices of 
livestock and corn and oats this morning in the Twin City papers. I 
know exactly what he is going to have to dispose of, even though the 
Lord blessed him with a tremendous crop, in order to move that inven- 
tory. 

Mr. Locxwoop. That’s right, and, as an aside, I might say if it 
doesn’t quit raining he is not going to get the crop that is out in the 
field. 

Senator Ture. That is true. 

Mr. Lockwoop. We may become a disaster area like Marshall. 

Senator Humpurey. I hope you have better luck getting any relief 
than Marshall had. Pardon me. 

Mr. Locxwoop. The point of it is, let’s say we make this $2,600; 
we need $7,000 more. It has been suggested here that we are allowed 
to keep 20 percent of our earnings. Twenty percent of $2,600, as I 
get it, is $520. This is a mighty small contribution toward that $7,000 
or $8,000 additional capital that I am going to need next year. I 
can’t retail it out of earnings. If you didn’t tax me at all, I couldn't. 
Isn’t that a fact? So, where are we going to get it? Iam attacking 
the thing from the basis of whatever you gentlemen can do to stop 
this inflation. To me, it seems to be the meat of the whole thing. 

Senator Tuyr. Mr. Lockwood, would you have a statement as to 
how the inflationary trend could be checked? This is just as sincere 
a question as I could possibly propound at this time. 

Mr. Lockwoop. Well, as I understand the economics of inflation— 
and I am no economist—it comes about by a large supply of people 
in the market bidding for scarce goods. Isn’t that the generally 
accepted reason for inflation ? 

Senator Ture. But, you see, your implements are not scarce. 

Mr. Locxwoop. Implements are not scarce; no. 

Senator Tuye. Your automobiles are not scarce. I know of no 
item that is scarce as of today. That is the thing that disturbs me, 
because if the item was scarce, then we would put the emphasis on 
getting the production, but the items are not scarce. There is an 
abundance, I believe, in every category. Every pipeline is full, and 
you already have a supply wishing to go through the pipeline. 

Mr. Lockwoop. Well, the excuse that is used all the time—and I 
am not going to argue the merits of the excuse, whether it is a reason 
or just an excuse—is that there is a constant threat of a round of 
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wage increases which contribute to the additional cost of this machin- 
ery, and, therefore, they must raise the price to us. 

Mr. Wier. On Government contracts. 

Mr. Locxwoop. I don’t say Government contracts. 

Perhaps I am not qualified to make that as a firm statement, because 
I don’t know. That is generally accepted as being right. So I w ould 
say if Government spending , perhaps, could be cut down, unnecessary 
spending, or unneeded spending, perhaps that might help some- 
where along the line. It could also make it unnec essary to pay the 
high taxes, so I think the meat of the whole thing is somewhere along 
the line, somehow. What the mechanics are, I can’t tell you, gen- 
tlemen. I wish I could. I could probably get on your committee. 
But I think the meat of it all is we have to stop inflation, because, if 
you didn’t tax me one dime, I still wouldn’t have enough money to 
make the additional capital investment I need next year. 

Senator Humpurey. Mr. Lockwood, I think, if we all really knew 
the answer to the questions Senator Thye put to us, I am sure that we 
would be wasting our time being here this afternoon; we should be 
perfecting that answer. But it isn’t only that you are the victim 
of inflation; you are also the victim of deflation. You are caught 
between both; because your customers are deflated practically out of 
existence. 

Mr. Lockwoop. Right. 

Senator Humpnrey. You have an inflation for a tremendous amount 
of the economy, but you have a deflation for others, and you have 
one treatment for both diseases, which is tight money and high interest. 
That is the treatment. That is the one shot. That is like Dr. Miles, 
you know, 1 a day, just 1 a day for everything. The trouble is that 
everybody hasn’t got the same sickness. There are some parts of the 
economy that are “inflated, no doubt about it, and I think you have 

made a very valid point, but the part of the economy where you are 
dealing is deflated. I was down at Windom the other night, and 
they were selling some corn for 40 and 50 cents a bushel. Of course, 
that is sick corn, wet corn, but that is all they have to sell, bless their 
hearts, and, as you said a while ago, if it doesn’t quit raining until 
they get some in, deflation is going to be more disastrous than in- 
flation. 

T am not unmindful of inflation, but the only time I can remember 
most American businessmen were in real trouble was in deflation. I 
think inflation is bad, but deflation is catastrophic. 

Mr. Locxwoop. That’s right. 

Senator Morse. I think, Mr. Chairman, it is a very good thing to 
have this Minnesota hearing, if this is our 7a witness on this point, 
because I think it is a pretty basic point. I don’t claim to know the 
answers. Of course, as has been brought out here, this isn’t a classi- 
cal inflation. As every housewife knows, she goes down to the store 
in the morning to put in her order for any “household equipment, 
and, if she has cash, she had better get out of the way or they will 
run over her delivering it out the front door. We don’t have any 
scarcity of consumer goods. I think this committee does have a job 
to do in regard to what is ¢ ausing this disparity that you pointed out, 
and I don’t draw any cause-to- effect relationship here, but when you 
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recognize that we are using hundreds and hundreds of millions of dol- 
lars of nonconsumer goods in security hardware, you can’t escape its 
impact upon your economy, and I like to talk to chambers of com- 
merce about this. E d hei ard me say yesterday to a group of business- 
men in Chicag and I like to talk to them about 
the reliance of the Ariieptdan naleeniad: speaking of you generally 
today, on the production of nonconsumer "goods. What do you sup- 
pose would happen if we just punched the button and stopped over- 
night the production of these nonconsumer goods ? 

Just to illustrate my point, it means in effect it isa kind of a subsidy 
to the American free enterprise economy because these nonconsumer 
goods are not what we consider to be a part of our free enterprise 
ey stem, and yet they help cause all these dislocations in our economy. 
I think it is well that we see what we can do legislativewise. Legis- 
lation of the Government is only one way of the ways to solve it. 
What we can try to do is to bring into balance here the available 
purchasing power and the credit, as Senator Humphrey alludes to. 
He talks about your tight-money policy and high-interest policy, puts 
his finger on one of the vital items. “I think as legislators we have 
to come to grips with the problem raised here, and maybe it is tough, 
but I am willing to go along for the break-in period. I think that is 
what you are going to have to have during a transition we hope we 
‘an make, at least, from a security economy into a free economy, trust- 
ing we can find some solution to the international situation. I am 
willing for that break-in period to go along with whatever regula- 
tions we must have, whether on labor or industry or all of them com- 
bined, to protect the purchasing power of a businessman because that 
is what you are thinking of here. 

Mr. Locxwoop. That’s right. 

Senator Morse. You haven’t got the purchasing power. 

Mr. Lockwoop. That is exactly it. 

Senator Morse. You haven’t got as much purchasing power, speak- 
ing generally now, as a lot of consumers that come into your store. 

Mr. Lockwoop. That's right. I would be very much interested and 
I think it might be well within the realm of this committee as legis- 
lators—possibly not this committee—I would be interested in knowing 
just what impact the constant raise in wages and the so-called fringe 
benefits have, how much they do contribute to these higher prices, 
whether they are the main contributing factor or not. 

Senator Humpunrey. I think that is a very necessary study, Mr. 
Lockwood, and I think it should be done. As a matter of fact, it is 
something that some of us have asked to be done many, many times 
because everybody expresses an opinion, and I am not sure too many 
people have the facts. I would hesitate to make an authoritative 
statement myself because it would be only partially factual and par- 
tially opinion. I think we need just that kind of a study. I think 
that is very important. 

Mr. Locxwoop. I think there must be a tight labor market. I need 
three men in my business, if somebody can find them for me. 


Senator Ture. And you cannot find them. Thank you, Mr. Lock- 
wood. 
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(The prepared statement of Mr. Paul Lockwood is as follows:) 
STATEMENT BY Paut LocKwoop, WINDOM, MINN. 


My name is Paul Lockwood, and I am the principal owner of 1 partnership and 
2 small corporations engaged in the retail sale of farm equipment. I am making 
this statement on my own behalf, but I am sure that it would have the endorse 
ment of the thousands of smail-business men throughout the United States who 
operate either as sole proprietorships, partnerships, or corporations. 

The mere fact that you are taking time to be here today shows that a problem 
does exist among small-business men. 

We are what might be called small, small business, and I don’t think we are 
much interested in the surtax rate because our earnings seldom reach that 
bracket. 

It seems to me that two things contribute to our problems; inflation which re- 
quires more capital each year for us to maintain our necessary stocks of mer- 
chandise—and high taxes at all levels which do not permit us to retain enough 
of our earnings to keep up with inflated costs. Additional working capital is not 
available to us in the form of long-term loans or by issuing additional stock, 
and I am not sure this would solve the problem anyway. There comes a day when 
the load must be repaid or your stockholders demand a dividend, and the only 
place to get either one is from retained earnings. 

Many bills are before Congress aimed at giving tax relief to small business, 
It seems to me that any bill which gives a tax reduction to one group of tax- 
payers without some kind of reduction to everyone is not only unfair but would 
meet with justifiable widespread opposition from those not given the same 
treatment. For instance the corporations which I own are taxed on a different, 
and much higher, basis than the partnership. This in spite of being exactly 
the same kind of of businesses, with a less than 10 percent difference in own- 
ership. If they were operated as a sole proprietorship they would again be 
given different tax treatment. This seems to me to be manifestly unfair. 

For this reason I feel that H. R. 6452, the so-called Sadiak bill, meets this re- 
quirement of equity and would gradually give us the relief we so badly need. 

After all, gentlemen, taxes are only the means of raising the money to cover ap- 
propriations, and if unnecessary appropriations are eliminated at all levels, 
not only Federal, it will help slow down the inflationary trend and require less 
taxes. I don’t think we would use these savings to go out into the market and 
bid up prices, thereby contributing to inflation from our end, but would use it 
to maintain our businesses on an even keel which is not now possible. 

I sincerely feel that unless we are able to keep more of our earnings in our 
business, small business in the small towns throughout America is completely 
doomed. 


Senator Ture. Before we depart from those that would like to 
be heard, we have a statement, and I have just glanced through it 
hurriedly. It is a very lengthy statement, and the heading of it is 
“Minnesota Retail Federation, Inc.” It is here on the table. Mr. 
Thomas H. Hodgson 





STATEMENT OF THOMAS H. HODGSON, EXECUTIVE VICE PRESI- 
DENT, MINNESOTA RETAIL FEDERATION, INC., MINNEAPOLIS, 
MINN. 


Mr. Honeson. I think I can save you a lot of time by saying you 
are probably as tired as you are going to be until this time tomorrow 
night, and so are we. I would like to have the statement be a part of 
your record. I would not be guilty of bad taste enough to hold you 
one minute more, but there are a few things in there that are some- 
what original and in the light of what has not been covered today, and 
so I will step aside and te H you that I have enjoyed immensely being 
here and I would like to have this statement, — represents the 
feelings of the Minnesota merchants, most of them small business, 
made a part of the record. 
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Senator Tuyrr. Without objection this will be made a part of the 
committee hearing, and I have looked through it and so have staff 
members, and it will be most informative and helpful to the com- 
mittee. 

Mr. Hopeson. I just want to add a word. It just occurred to me. 

Added is a sort of appendix, quotes from quite a number of letters 
written to me by small-business men. Some of them are identified 
because they wish to be identified. The others are not because they 
didn’t indicate they wished to be. 

The last one on the last page of this folder is very fr esh. It is sug- 
gested by a rather young and a very capable merchant in a town of 
about 10,000 people, and he db viiahes a Federal sales tax that elim- 
inates all taxes, State and local, and Federal, except income taxes on 
incomes above $10,000. I toss that out as something that is new this 
afternoon, a Federal sales tax to do everything. 

(The statement of the Minnesota Retail Federation, Inc., is as 
follows:) 


STATEMENT OF THOMAS H,. HopGson, EXECUTIVE VICE PRESIDENT OF THE MINNE- 
soTA RETAIL FEDERATION, INC., MINNEAPOLIS, MINN. 


I am Thomas H. Hodgson, executive vice president of the Minnesota Retail 
Federation, Inc. 

The federation is a statewide association of retail merchants engaged in 
almost every type of merchandising. Among its members are the State’s largest 
retailers, its smallest merchants and hundreds in between. On its 27-man board 
of trustees and its general membership there are a few larger retailers but by 
substantial majority they are men considered small merchants in our State. 

Furniture dealers in Minnesota form an important component of the federa- 
tion. Within the federation the furniture division has its own important place 
and its own directors and officers. It is a pleasure and privilege for us also 
to represent this important segment of Minnesota retailing. 


A GENERAL STATEMENT 


This statement reflects views expressed by small merchants in many letters 
and through personal contact. 

Complete meeting of minds on taxes or anything else is not only impossible 
but undesirable in a statewide organization like the federation. Composed as 
it is of large numbers of merchants of every size and kind, its members hold 
varying shades of political and economic relief. Some retailers may disagree 
with certain parts of this text; others may not be in full accord with still other 
parts; most will support every word of this statement. One thing is certain: 
all favor a sincere, forthright effort of the federation to point out some areas 
in Which the tax burden on business and individuals may be lightened, if not 
eliminated. 

In this statement on behalf of retail merchants in Minnesota, we proceed on 
the theory that the Congress sincerely wishes to do something about the tax 
burden. It is an old cliché but wholly true, that inherent in the power to tax 
is the power to destroy. Another truism is this: a nation with a democratic 
form of government is a wasteful nation. Freedom is worth its high cost. We 
are told that governmental units at all levels in the aggregate waste billions in 
error, inefficiency, and downright indifference to amounts being spent. Small and 
large businessmen unite on the proposition that bankruptcy would come to any 
business of operated as inefficiently as Government is operated. 

Government does not create wealth. Economie goods and productive ideas 
come from people, not government. Government spends, in good fashion or bad, 
the products of the hands and brains of its citizens. Hence, it follows that people 
are becoming more and more impatient with the Congress and administrators 
for their failure to demand efficiency and reduce spending of funds derived from 
the taxation of our people. 

Hiuge government means huge spending. Huge spending means huge taxes. 
Huge taxes drive taxpayers to unmoral means to escape oppression. The citizens 
of a once-proud European republic have shown proof of this proposition. There 
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seems to be a congenital unwillingness or inability in government to effect econ- 
omies with a corresponding reduction in taxes. 

Taxation is not the only source of worry for the small-business man. He is 
harassed by other pressures wholly within the power of the Congress to remove. 
We now mention only a few among several: 

1. Wage-and-hour regulations.—Many in the Congress would force large and 
small retailers, service tradespeople, and others under unfair, discriminatory, 
bureaucratic regulations of minimum wages and maximum hours. 

2. Organizational picketing.—Many of our smaller and larger stores and em- 
ployees are feeling the lash of the whip wielded by those who would force em- 
ployees into unions against their will or, as an alternative, would destroy a man’s 
business. The many who weep over the troubles of small business should be 
supporting legislation to outlaw the cruel economic weapon known as organiza- 
tional picketing. 

3. “Hot cargo” and secondary boycotts —“Hot cargo” clauses in.many union 
contracts do, in effect, repeal a common carrier’s statutory and common law obli- 
gation to carry freight without discrimination for business, industry, and indi- 
viduals. And strong forces today hold the power (and use it) to destroy a man’s 
business by the secondary boycott even though he has no labor difficulties with 
his employees. 

4. Freight rates.—In the last several months, in the face of unprecedented earn- 
ings of the carriers, the ICC raised all freight rates 17 percent. Small industries 
and large industries, and small stores and large merchants are suffering under 
these charges. 

We could continue to call the litany of many problems (other than taxes) that 
harass the small-business man. Some of these hazards and perils cause many 
merchants and others more sleepless nights than does payment of taxes. Con- 
gressional attention to some of these matters is long overdue. 

Now to opinions of retail merchants on the impact of taxes on their businesses. 


CURTIS AND SADLAK BILLS 


The Curtis bill (H. R. 5735) is practical in approach and offers tangible aid to 
small business by (a) allowing deduction from business net income any amount 
invested in additional depreciable assets or inventory up to 20 percent of such 
income or $30,000 whichever is the lesser; and (b) providing for the purchase 
of up to $100,000 in non-interest-bearing certificates to be used in payment of 
estate taxes. These certificates would not be considered a part of the taxable 
estate. Heirs of owners of closely held businesses would be allowed 10 years in 
which to pay the estate tax with interest. Whether 10 years is too long a period 
may be answered at Senate and House hearings. Some relief should be granted 
in those cases where investments in closely held businesses constitute the bulk of 
the estate’s assets. 

The Sadlak bill (H. R. 6452) would provide a 5-year reduction in tax-bracket 
rates. 

Neither bill may be the final answer. Retailers generally favor the Curtis bill 
as of this moment. Hearings may disclose good reasons for combining the pro- 
visions of both bills. They are a move in the right direction. 


MORE LIBERAL DEPRECIATION ALLOWANCES 


Without making any claim that such a provision would be an answer to the 
tax problems of small business, it is nevertheless one more provision that would 
bring a modicum of relief at any rate. Many small merchants can afford to 
urchase only used equipment in good condition. They should be permitted 
the same writeoff as for new equipment. It might be reasonable to limit to 
$50,000 or $75,000 the amount of used machinery or equipment subject to fast 
writeoff. Any business should be permitted to use the Revenue Code’s alterna- 
tive methods of depreciation. 

Recently, the Revenue Service began active enforcement of a regulation on 
salvage value of a tangible physical asset. Suppose a merchant installs new 
counters costing $4,000. Under Revenue Service regulations, in depreciating the 
equipment for tax purposes, the merchant must predetermine its salvage value 
at say $1,000 and take depreciation on the remaining $3,000 rather than on the 
original cost of $4,000. Conceivably, in the absence of the Revenue Service's 
regulation, after full depreciation has been taken the item would have a 
salvage value and when sold the amount received could be taxed as capital 
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gain rather than as earned income. Congress should clarify the situation so 
that the greatest possible benefit could accrue to the businessman. 


ELECTION IN PARTNERSHIPS AND SOLE PROPRIETORSHIPS TO BE TAXED AS CORPORATIONS 


Again, such an election might not mean large tax savings to any one business, 
but in the aggregate it would be important. Current laws permit some freedom 
in this connection. It is reported that the right to elect is not used extensively. 
H. R. 8381 would strike election provisions from the code. This bill should be 
opposed. A taxpayer should be permitted to reverse his election under reasonable 
conditions. It would not be unreasonable to require that once an election is 
made the taxpayer should be required to live with that election a reasonable 
number of years. Frequent hopping back and forth could result in high admin- 
istrative expense for the taxpayer and the Government. Even though small 
business might not save billions in taxes under such a liberal policy, some small 
businesses would be benefited. 


NORMAL AND SURTAX RATES 


Serious consideration should be given by the Congress to a switch of rates 
so that the normal tax would be levied at 22 percent and the surtax at 30 percent. 
Consideration could be given to a reduction of the 30-percent rate to 20 percent. 
If these modifications would harmfuilly discriminate against other taxpayers, 
even a Ssinall-business man in distress would not plead for something that would 
be grossly unfair or oppressive for others. But there is evidence that even a 
complete switch of the 30-percent and 22-percent rates would not seriously hurt 
even the largest businesses and industries. But in all probability a possible 
sizable loss in revenue to the Government would have to be made up from other 
sources. An alternative would be a reduction in both rates or an increase from 
$25,000 to $50,000 or to $100,000 in the income free from the surtax. When 
the $25,000 was written into our law that figure was about equivalent to $50,000 
or more now. 

TAXATION OF SMALL CORPORATIONS 


Corporations with 10 or fewer stockholders should be permitted to elect to be 
taxed as individuals or partnerships. 


CAPITAL FOR EQUIPMENT AND EXPANSION 


We are constantly told by small retailers that one of their most serious 
difficulties is in obtaining funds for capital improvements, new equipment, in- 
ventory, and general expansion of their stores. 

A small-business man cannot go into the public money markets for equity 
financing. Even if his credit warrants public financing, he cannot afford legal 
and financial counsel essential under SEC regulations. His business may be 
too small to attract risk capital. Bank borrowing is becoming more difficult. 
The restrictions on the lending powers of State and national banks and the 
Small Business Administration make borrowing in many cases impossible. 

The small-business man must, then, rely to a great extent on his ability to 
hold out from current earnings enough to till or substantially fill his credit 
needs. Under today’s competitive conditions and in view of his dangerously 
low margin of profit, a retailer cannot grow because his salvage from earnings 
is near zero. If he cannot grow he dies. 

Perhaps the lending powers of the Small Business Administration should be 
conservatively enlarged. Perhaps Government, State, and National, and busi- 
nessmen everywhere should encourage formation of industrial and business 
development corporations now in operation in some States. Using private (not 
public) capital and lending under sound credit policies but with a willingness 
to take more risks with a businessman of good character and ability, these 
development corporations should be encouraged by Federal and State laws. 


PENSIONS AND PROFIT-SHARING PLANS 


There is increasing interest in and demand for legislation that would permit 
a partner or sole proprietor to be considered an employee in allocation of 
earnings into pension, retirement, profit-sharing funds and in stock bonus plans. 
The Congress should give consideration to a more favorable treatment to estab- 
lishment of small retirement funds, pension plans, and other fringe arrange- 
ments. 
97385—58—pt. 2——-22 
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NEW BUSINESSES AND EXPANSIONS 


Establishment of new businesses and expansion of existing firms favorably 
affect the health of the economy. Encouragement should be given to both by 
favorable tax writeoffs from income in the first year or two after formation or 
expansion. 

FAVORABLE DEPLETION TREATMENT 


The Congress should conduct a careful study of present depletion allowances 
to determine whether such exemption should be curtailed so that large amounts 
of income cannot completely escape taxation. 


RESERVES 


The Congress should consider freeing from taxation such reserves as are set 
aside for inventory losses and bad accounts receivable. 


DOUBLE TAXATION 


Double taxation of corporate earnings distributed to stockholders is unfair. 
Complete credit for dividends paid out by a corporation would help businesses 
in particular and our citizens in general. 


EARNINGS OF $10,000 OR UNDER 


There is ground for thinking that earnings of $10,000 to $15,000 are a 
minimum for survival of today’s businessman. Perhaps that amount should 
either be exempt from taxation or should be accorded a very low rate. 


EXCISE TAXES 


Businessmen and the public were told that wartime excise (sales) taxes were 
designed only to conserve scarce materials and to aid the war effort, and that 
they would be removed in a reasonable time. The rate has been modified, but 
excise taxes are a deterrent to sales and are a nuisance and expense to retailers 
and consumers. They should be eliminated. 


TAX-EXEMPT PRIVATE BUSINESSES 


The Congress is fully aware that businessmen will continue to feel unfairly 
treated when they are forced to pay huge State and Federal taxes while their 
competitors (even labor unions operating businesses) are exempt from many 
taxes. Taxation of presently exempt commercial businesses would increase 
Government revenue and equalize a bad competitive situation in business. 


GRADUATED INCOME TAXES 


The idea of a graduated or progressive income tax holds considerable appeal to 
the small-business man. It gives the politician an opportunity to talk about 
soaking the rich and the big. 

During hearings on S. 352 and H. R. 7, small-business men as well as large will 
hear answers to such questions as these : 

Would a graduated, progessive, income tax be unfair and discriminatory ? 

Would such a tax place a heavy penalty on businesses with fluctuating incomes? 

Are small-business men so selfish as to favor loading taxes onto larger firms 
already carrying oppressive taxloads? 

Would such a tax force corporations, large and small, to split up into small 
segments in order to gain tax benefits? And would such dismemberment result 
in loss of efficiency, income, and revenue to the Government? 

If some elements in the Congress hope to use such a tax to break up larger 
corporations, isn’t there an easier way to do it? 

Most small businesses (roughly, 85 percent) are not incorporated, so few would 
be helped by such radical legislation. 

The proposal should have a hard, searching analysis before any serious attempt 
is made to enact it into law. Its direct and indirect effect on State laws might be 
damaging to American business. 

To quote the American Retail Federation : 

“Frequently, a business will go through several years when it makes very 
little profit. Then something happens, permitting larger earnings. If grad- 
uated rates apply, the taxes on these larger earnings would go up and deprive 
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such a business from making up for low profits it made in earlier years or lower 
profits in succeeding years. 

“Some types of businesses require more capital to operate than others. This 
means that businesses with a higher amount of invested capital must make 
larger earnings to give the same rate of return to its investors. A business with 
$50,000 in invested capital could earn a 5-percent return with $2,500 in earnings, 
whereas if it required $800,000 in increased capital, it would have to earn $15,000 
to give it the same 5-percent return. By applying graduated rates to earned 
income, a harsh penalty is imposed on businesses requiring relatively larger 
amounts of invested capital, since the tax rates graduate upward as earnings 
increase, without regard to invested capital or the rate of return earned on such 
capital.” 

SIMPLIFICATION OF LAWS 


It is absolutely impossible for a businessman, in time available to him, to learn 
the provisions of our complicated tax laws and to keep abreast of constant 
changes through rulings and regulations. To handle his tax returns, he must 
retain competent legal, accounting, and tax counsel at high expense. In a sense, 
unnecessarily complicated tax laws force him to spend large sums in addition to 
his taxes. (The owner of a small variety store told us on November 11 that 
each year he spends $225 as fees to a tax expert and accountant to save him 
from tax-law Violations.) The Congress must find a way to simplify the statutes. 


WITHHOLDING-TAX EXPENSE 


Employers, small and large, incur great expense while acting as the Govern- 
ment’s taxgatherer. An employer making an error in his remittance is penalized, 
but he is paid nothing for his tax services to Uncle Sam. Reasonable reimburse- 
ment for all or part of his expense would seem to be a matter of common justice. 





FEDERAL TAXES—THEIR IMPACT ON SMALL BUSINESS 


A Summary of a Few Letters Received from Small Retailers in Minnesota, 
November 1957 


From the owner of a department store in a small city: 

“This country had better wake up to our tax and debt burdens or Russia will 
win the war through economics without firing a shot. People, so indifferent 
today, think the world owes them a living. They don’t want to work, but want 
someone else to pay the way. Debt doesn’t seem to worry people. This attitude 
is reflected in Government policy. 

“Each year the Federal budget is based on the past year’s receipts with antic- 
ipated increase. One of these years we are going to have a business decline, 
with a like decline in tax receipts. Then where will Government be? A cushion 
should be provided for debt retirement in normal times. If Government agencies 
were operated in an efficient and businesslike way with no extravagance or waste 
through politics, our taxes could be reduced and we could reduce our outstand- 
ing indebtedness. 

“There will never be tax reduction while politicians are so interested in being 
returned to office. Their policy is, generally, tu spend, not save. 

“The whole answer lies in simple arithmetic.” 

From a small jeweler in a large city: 

“When the excise tax was placed on jewelry at the start of World War II, it 
was definitely promised that it would terminate at the end of the war. How 
can we have confidence in our Government when they don’t abide by their 
promises ?”’ 

From Franzen’s Hardware, Hutchinson: 

“If we don’t receive some sort of relief from taxation, perhaps you will see to 
it that we can have help like the assistance given big business in the way of 
moneys and contracts so they won't lay off help. 

“We are, and always will be, the so-called backbone of business. Wipe us out 
with burdensome taxes and you will really have some employment problems 
Which you do not have now. 

“We must be pretty good operators, as there seems to be no concern at all 
about our losses or increased costs and increased taxes. We are paying, in a 
percentage way, the heaviest taxes in any small town. Yes; it is true; others 
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pay more, but their volume justifies it. We are doing more business today on 
the lowest net and at the highest cost in history. We must have some consid- 
eration—if not on our badly outmoded State personal-property tax, which is so 
very unfair, then the Federal taxes must be revised downward. 

“We are human—we work like mad to make a living— look around—we die 
early from overwork and worry. Let’s keep the small-business man alive and 
stepping forward—give him a break for a change. The Lord knows he needs it.” 

From Le Sueur Chamber of Commerce, legislative affairs committee, Le Sueur: 

“Our group (14 businessmen) is not opposed to paying our fair share and, 
thank God, we have the privilege to pay taxes. 

“There should be emphasis placed on revaluation of the tax structure. Organi- 
zations not now taxed should be taxed. The tax-revenue increase might not be 
large, but it would be only fair to competing and free enterprise. 

“Recommend highly to further adopt the Hoover report for economy in Gov- 
ernment, which would eventually lower the tax structure.” 

From Carl M. Iverson, Ashby : 

“On the Federal level, I think the income tax on a withholding basis is our 
heaviest load. All taxes are, of course, burdensome, but in actual practice the 
employer has to absorb the income tax withheld because the employee looks at 
his take-home pay, and if the Federal income tax could be lowered in the lower 
brackets it would help take some of the pressure off for wage increases which 
the small operators are not in a position to absorb because they cannot pass them 
on and in small business the bulk of the employees would fall within the lower 
brackets. We know there would not be any reduction in wages, but I am sure 
that it would tend to give the small operator a breathing spell in the rural 
areas where the economic conditions are not too good right now.” 

From John Galle, Ben Franklin Store, Windom: 

“First of all, I think like anyone else that it is a privilege to have a business 
of my own in the United States. However, I think that at times the Govern- 
ment takes exception to this and I'll tell you why. We in small business find 
that we have to do a lot of the odd jobs ourselves simply because there isn’t 
enough in the profit figures to put on extra help to do some of these things. 
We are burdened with all the paperwork which the Government requires, and 
cannot even charge it off. The larger companies have people who handle just 
that part of their business for them and nothing else and, of course, being a 
large company it can charge the same off in the form of payroll and bookkeeping 
services. We are a small corporation and yet we must pay to the Government 
50 percent of our net profit for the privilege of being in business ourselves. I 
truly do not think that it is fair. Sure, they can say hire someone else to do 
the business of keeping the books, etc., and charge it off, but there isn’t enough 
profit left to handle extra help to do just that. I don’t mind paying my fair 
share to the Government but let’s even up the score. Let’s put our share up to the 
same proportion as the large companies and see if we aren’t paying more than 
our share. I think we are. 

“This probably doesn’t make much sense to you but it is a continual sore spot 
with me, and it even gets worse on the State level. 

“One other comment. On every net profit dollar I pay 50 cents to the Federal 
Government. May I suggest that a minimum be put up to the committee, such as 
on every net dollar over, say, $5,000 we pay the 50 percent. Just think, we could 
easily use the money we are paying into taxes each year to improve our business 
and in turn increase our net and for the rest of the life of the business we would 
be paying proportionately more taxes, because chances are we could do more 
business. Our particular case here shows this to be true.” 

From a small clothing store owner: 

“We are prone to holler ‘Wolf,’ and complain that taxes are too high and 
that some other method should be used that would hit the other fellow but not us. 
We must have taxes for we must have income to run our country. While, as a 
small-business man, I certainly would like to see a reduction in taxes, it cannot 
be unless our budget is less * * * our concern is to analyze and try to see 
that the most just, fair, and unbiased one is adopted. We must all share in this.” 

From a small department store owner: 

“1. Depreciation writeoffs are not in conformity with the increase of the price 
for replacement of wornout fixtures. Small business is not able to save enough 
through depreciation over a period of years to be able to replace the obsolete item 
without paying from 2 to 3 times his original cost, which places his cash position 
in jeopardy. A more favorable writeoff would help considerably. 
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“2. The retail excise tax should be canceled. This was originally a war meas- 
ure. The elimination of these taxes would certainly help to improve the sales 
in these departments and would benefit the small-business man.” 

From a small dry-goods store: 

He doesn’t think it fair to make a businessman a tax collector without paying 
him for time, trouble, and personnel necessary to make reports, etc. He says: 
“IT am not patriotic enough to wish to be a collection agency for the Government.” 
He cites a recent failure of a new office girl to remit withheld taxes and he was 
penalized $51.17 for an unintentional error. “If the Government can fine me, 
why can’t I send a bill to the Government for my expense in collecting its taxes?” 


‘ 


From Senator W. J. Franz, Mountain Lake, Minn., the owner of a small food 
and dry-goods store : 

“The subject of taxation and its impact on small business is a very vital one 
in all of our small communities throughout this section of the country. All of 
us in the retail field need to make changes annually in the way of replacing 
equipment and fixtures to keep pace with the constantly changing trends and 
ideas. The costs of these changes are becoming almost prohibitive because the 
net profits left at the end of a year are hardly sufficient to pay for these costs. 
The reason being that in order for use to compete with larger communities with 
larger stores we must of necessity be competitive pricewise and because our costs 
on a percentage basis are higher because of our volume. There will come a time 
when we will not be able to continue to modernize our stores. In other words, it 
is becoming increasingly difficult to make capital investments out of earnings. 

“Another matter of concern is the inheritance tax structure. Some businesses 
in the area have been forced to liquidate in order to pay said taxes. Inherit- 
ance taxes are out of line. Therefore, revisions need to be made. 

“Tt seemes to me a graduated tax to give small business relief would be in order 
Passing some of the tax to larger businesses and corporations without undue 
hardship would be in order. 

“Gentlemen, I feel small business is in more trouble than big business. And 
unless something is done to keep us competitive with big business, many of our 
main streets in small communities will be deserted. Your earnest consideration 
in this matter is of utmost importance.” 

From a retail lumberman: 

He explains how he and all others in his industry are caught in the price-cost 
squeeze with profit percentages dwindling to a frighteningly low level. No matter 
what his profit may be, he’s having serious difficulty in adding to surplus or work- 
ing capital. After working hard, cutting expenses, using good salesmanship, and 
making some profit, the Government takes too big a slice with its 52 percent. 
He should have something to plow back into his business. Tax laws should per- 
mit a certain percentage of sales to be turned back, tax free, into the business. 
If this were permitted, there would be less bank borrowing at high rates. 

From R. C. Ekburg, a small men’s clothier in Montevideo: 

“As a small-business man, I am burdened by the debt on a new building. Tax- 
wise I would be further ahead renting. With the high taxes against small 
business and farmers, who have heavy obligations on their buildings and im- 
provements, the burden of taxes is just too tough. Such circumstances should 
be eased to stimulate building and improving and not be overburdened.” 

From another small merchant: 

The business is incorporated. Until recently it was owned by only a few 
people. Two of the stockholders bought out the others. To do so they had to 
borrow what to them was a large sum. “On every cent we take out to pay on 
our debt we pay a Federal income tax. We have to take out large sums to pay 
the debt and live. Our State personal property tax and income tax are ter- 
rific.’ This merchant then says that because of his high taxes on top of his 
debt retirement he is going “further and further behind and soon we will have 
to go out of business.” 

From a small shoestore owner: 


“Tom, let me give you a rundown on the taxes I paid last year (Federal, State, 
and local) and then you can draw your own conclusions. : 
Wmaere: TaCOIne Ct oe eons aR BR Se SMe FR i $298. 62 
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“T’m married and have several children, own a home on FHA, and owe over 
$25,000 on my business. My net profit before taxes varies between $5,000 and 
$6,000 (approx.) per year. The total tax bite amounts to 20 percent of my 
net profit in direct taxes alone. 

“I realize that defense costs are up, that Government overhead is up, that 
schools and highways have to be built. But my volume doesn’t increase with 
each price increase. Actually, my numbers of pairs sold goes down because the 
old law of supply and demand works right here in my store. But rent goes up, 
wages go up, advertising, etc., go up, so my net profit goes down. My personal 
living costs go up, my property taxes (personal and real estate on my home) 
go up, so where am I left? 

“If any one of those committee members says a tax reduction would add 
fuel to inflation, you might show him that the Government is spending this 
money faster than we are, so how in hell do they figure? 

“For solutions, Tom, I feel the fairest way to help the small guy today is to 
increase the personal exemption by at least $100 a head. Up in this northern 
climate, where heavy winter clothing and winter fuel are extra family costs, I 
truthfully feel that the small-business man can’t possibly figure a tax reduction 
on his business that would be simple and fair to all business enterprises. 

“Therefore, along with being able to keep just a little more for our own sub- 
sistence, perhaps our dollar volume might increase a little in volume of business 
done. Our taxes might even remain the same in dollars and cents if volume 
and profits increased. 

“Statistically speaking, a percentage cut in taxes is fairer to rich and poor 
alike. But in actual dollars and cents, $100 additional exemption per family 
member means more to the small guy (90 percent of our population) than the 
same deduction to the big fellow.” 

From a larger store in a city of 10,000 population: 

“T’d like to see a Federal sales tax that would eliminate all other taxes ex- 
cept income taxes on incomes of $10,000 or more. Percentages would then be 
worked out so local, State, and Federal Governments would each get its de- 
termined share. It appears to me that this is about the only way to get the 
large Sums of money needed by all branches of the Government without break- 
ing business or making growth impossible. I have in mind that all sales taxes 
would be collected in each county. The share for municipalities would be 
given to them each month, also townships, counties, and State. The share for 
the Federal Government would go right into Washington. Some of these could be 
appropriated back under certain circumstances. I realize this would be a high 
Sales tax, but it would be the same all over the country. There are many flaws, 
but all this could be worked out in a comparatively simple way. This would put 
the entire country on a fair basis taxwise and would certainly simplify collec- 
tion. It should entirely eliminate the personal property tax, State income taxes, 
excise taxes, etc. 

“How can we ask for a tax cut if we don’t show at the same time where to 
cut Government costs? We certainly don’t want the debt to grow larger and 
larger as the years go by. A program of debt retirement in peacetime should 
be in order.” 


Senator Tuyr. There is before the committee a telegram addressed 
to the Small Business Committee of this date. It is by Earl Johnson, 
Brainerd Broadcasting Co., and that will be made a part of the record. 

(The telegram referred to is as follows :) 

BRAINERD, MINN., November 13, 1957. 


SMALL Business SENATE COMMITTEE, 
Washington, D. C.: 


Your committee should recommend passage of laws permitting small corpora- 
tions to file as partnerships, and contributions to voluntary retirement and pen- 
sion plans for the noncovered employers and employees be permitted. In addi- 
tion, small businesses like ours need a learner-period provision for a reasonable 
number of months as well as to be relieved of the overtime provisions if we 
are to continue in a solvent position. 

EARL JOHNSON, 
Brainerd Broadcasting Co. 


Th 
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Senator Tuyr. Committee members, I have no others to call on, as 
the list has been presented to me. 

However, I have seen Mr. Otto Christenson in the room all day, and 
I know that he represents a great number of business firms throughout 
the Northwest, and, Mr. Christenson, if you would care, we would be 
very he appy to have you make a very brief comment at this time. 

Mr. Curistenson. I assure you it will be brief, Senator. 

Senator Humpurey. When Mr. Christenson has completed with his 
comments, would it be possible to have others who have come here 
some distance just identify themselves for the record, because I know 
there are representatives of other chambers of commerce and civic 
organizations who do want to have the record show of their interest 
and of their presence here in the meeting. 

Senator Tuy. I would certainly be happy to have them come for- 
ward because, as I say, we have from now until 3:30 in the morning, 
and we are here to accommodate all of you. 

Senator Wayne Morse, this is for your benefit, sir. We are going 
to your State tomorrow, and we don’t want to be overly tired when we 
arrive there, but we will—— 

Senator Morse. That mountain air will refresh you. 

Senator Ture. We will work you to the limit while you are in our 
State, sir. 

Yes, sir, Mr. Christenson. 


STATEMENT OF OTTO F. CHRISTENSON, EXECUTIVE VICE PRESI- 
DENT, MINNESOTA EMPLOYERS ASSOCIATION, ST. PAUL, MINN. 


Mr. Curistenson. Mr. Chairman and gentlemen of the committee, 
T will talk only a few minutes. 

I am Otto F. Christenson, executive vice president of the Minnesota 
Employers Association at 1600 Pioneer Building, St. Paul. 

The gentlemen from Minnesota will know this, but I will state it 
for the benefit of Senator Morse; we do not have a State manufacturers’ 
association in Minnesota, nor do we have a State chamber of commerce. 
Instead of that, we have an organization called the Minnesota Em- 
ployers Association, and we attempt to encompass the activities of both 
of those organizations. 

I have been executive vice president for 15 years. We have 1,675 
members, including over a thousand businesses and industries in the 
State with less than 50 people, about 400 businesses that you mi rht 
call medium-sized businesses, and about 200 that you would call big 
businesses, and every large business in the State is a member except 3, 
and we still hope to have those 3 join someday. 

I have been doing for 15 years what you men have been doing to- 
day, and that is sitting listening to businessmen recount their troubles 
and their problems in various fields. 

I have a staff of 11 people and a full-time man in Washington, but 
my principal job over the 15 years has been to sit in a council room 
with industries and businessmen in labor relations, in industrial re- 
lations, things affecting our State laws, and many, many, many times, 
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of course, I hear taxes brought up. Almost every one of those meet- 
ings has been a duplicate of what you men are confronted with every 
day you hold a meeting, and that is, if you have 50 people talk, you 
have 50 different ideas suggested to you, and out of this complex group 
of suggestions that come to you I am sure that you must be as con- 
fused and as unable to arrive at a trend or a system of meeting the 
many complex problems which business has as I am after I get 
through talking to them. 

I think there is a definite difference in the problems of the very 
smal] business man as contrasted with the middle-sized business man 
and the large industry. I think almost all day long you have been 
listening, as I do, to fringe issues. 

One man has a problem involving a State tax. Another man has a 
problem involving depreciation. Another man has a problem involv- 
ing getting additional capital. Another man has competition from the 
co-op down the street, and the next man has union problems, and the 
next man has some other problem in the field of taxes. 

There are many, many complex things which affect each industry 
and each business and usually each plant differently. Frankly, I 
don’t know how you are going to solve them, and I have heard all of 
these things discussed tod: ay with the exception of the graduated 
income tax, which I think would be a serious error and based upon 
talking to many businessmen, small and large, I think most of the 
other things which have been discussed tod: uy have merit. Most. of 
them will correct some inequity somewhere. But I do not believe that 
that is the ultimate answer. I think the ultimate answer is two: First, 
inflation, as the gentleman here a short time ago testified to, and I 
think you men can help in Congress, and yet many of those things, 
I think, are beyond your help. 

I don’t think you can cure that all in a short time. I think you 
can start; whether you are Democrats or Republicans or anything 
else, all of you are interested in the welfare of all business just as 
Tam. 

We have in our membership members of all political parties. I 
do think that we should do what we can to slow down or to start 
back on the inflationary spiral. 

Second, I am convinced that in meeting the overall tax problem 
you aren’t going to cure it with fringe issues. I am convinced from 
talking and 15 years of experience “and listening to advice from 
counsel, from bankers, and from insurance people “and industrialists 
and retailers and wholesalers that you have to approach it some day 
on an overall program of giving some relief when and where you can 
to business generally and to people generally. I look at our business 
here in Minnesota, gentlemen, and I will quit with this idea, that 
business is a team under our free- enterprise system. If you help 
big business, you will help little business, and if you help little 
business, you help medium-sized and big business. 

Our whole economic business system is tied up together. When 
Minnesota Mining & Manufacturing puts a plant out in Hutchinson, 
it helps every merchant on the site of Hutchinson. The wage rates 
in Hutchinson go up; people are able to buy more. It helps to help 
big business. 

When a middle-sized business such as Mr. Enblom has starts busi- 
ness in Rochester that was nothing 5 years ago and now gives employ- 
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ment to 140 people, I don’t know whether that is big business or 
little business—I call it medium—but again, it helps everybody. 

When you help the little fellows here in the implement business 
or any other business, that helps, too, but I don’t think you can help 
one at the expense of the other. 

I think Congress, Senators and Congressmen, have to look at our 
free- enterprise | system as a team where you have to help the whole 
team and where just helping the left tackle isn’t going to be enough. 
You have to help the whole 11 players on the team. 

Now, that is a very general statement, but it is well meant. I have 
heard all the propaganda, I might say, and we often disagree with 
NAM and often disagree with United States Chamber of Commerce. 
We are autonomous, ‘and mi any times we find things we agree with. 
IT am not sold on the Sadlak-Herlong bill as an individual, but I 
am sold on the philosophy of it, and that is that it does something 
for everybody. 

don’t know whether the country can afford it or not. I think 
smarter and more learned and more informed people than I am have 
to know whether we can afford the Sadlak-Herlong bill. But I do 
think that somewhere that philosophy should be in your minds as you 
will meet these various problems that you hear in our various Sté ates, 
and when you go back to work it should be with the frame of mind 
that free enterpr ise is a team, and that while you cure many inequities 
in the overall picture, you have to approach all business in the United 
States as one big free enterprise team. 

Thank you, Senator, for letting me say a few words. 

Senator Ture. Any questions? Thank you, sir. 

Senator Humpnrey. Thank you. 

Senator Tuyr. Is there someone here who would like to come for- 
ward and identify himself as to the individual or the firm that he 
represents ? 

If you will, identify yourself for the record, please, sir. We will 
try to confine it to as short a time as possible for the reasons we have 
given. 


STATEMENT OF BENSON C. BRAINARD, PRESIDENT OF LAVOPTIK 
CO., ST. PAUL, MINN. 


Mr. Brarnarp. I am Benson C. Brainard, president of the Lavoptik 
Co., in St. Paul. We area small drug manufacturing firm competing 
on a national basis in the eye-products field. I would like to get the 
address so we could send a written report to be entered into the 
hearing. 

Senator Tryr. The address will be given to you just the moment 
you leave the table. 

Mr. Brarnarp. I think there are several here who would lke to 
supplement what they have heard today in writing for you, and I 
will have an extensive report from notes I have taken, more of a sum- 
mary and 1 or 2 items that I would rather gel and I hope will be 
constructive for all of the committee. 

Thank you. 

Senator Tiryr. You are entirely welcome, and thank you, sir. 
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STATEMENT OF ALEX MAINS, TRADEHOME SHOE STORES, INC., 
ST. PAUL, MINN. 


Mr. Matns. I just want to identify myself. My name is Alex 
Mains, and I am from St. Paul, Minn., and I represent Tradehome 
Shoe Stores, Inc. I have expressed myself to Senator Humphrey, and 
I will not take up your time, but I plan to write him a letter and give 
my thoughts after listening to what has been told here this afternoon. 

I do want to tell you, gentlemen, I think it is wonderful of you to 
sit here, and I sy mpathize with you in listening to all this and yet 
being as quite awake as you are. 

Thank you. 

Senator Morse. Thank you. 

Senator Tuysr. Is there someone else who would like to identify 
himself ? 


STATEMENT OF RALPH DEMGEN, CHAMBER OF COMMERCE, 
WILLMAR, MINN. 


Mr. Demcen. My name is Ralph Demgen, and I happen to be the 
paid executive of the Willmar ( Minn.) C hamber of C ommerce, and my 
comment will consist of eas saying thank you for coming here ond 
giving us this opportunity of sitting in on this, and I think that those 
of us who came to act more as spectators than as participants owe 
something to the good gentlemen throughout the State who have 
come here to make known their views, and I would like to add my 
personal wish, and I think I can speak for my people back home, that 
we wish you Godspeed in your deliberations when you go back to 
Washington in January. 

Senator Ture. Thank you, Mr. Demgen. 

We, as a committee, have not only assigned ourselves to the task 
of conducting these hearings, but we have assigned the committee 
staf_—and they are a very competent group of people- -to assemble 
and digest all the testimony that we will obtain in the hearings and 
then make a very concise report to not only the full committee, but 
also to the Congress. 

We are delighted at the opportunity to be here, and I want to say 
that the arrangements were very well made by the committee staff. 
This room has been a very splendid place to have conducted a hearing. 
It has been not only comfortable, but the acoustics have been good, 
and everything has lent itself, I think to a constructive day’s hearing. 

The committee will now stand adjourned. 

(Whereupon, at 5:15 p. m., the committee recessed, to reconvene 
at 10 a. m., Friday, November 15, 1957, in Portland, Oreg.) 
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TAX PROBLEMS OF SMALL BUSINESS 


FRIDAY, NOVEMBER 15, 1957 


Unirep States SENATE, 
SELECT CoMMITTEE ON SMALL Business, 
Portland, Oreg. 

The committee met, pursuant to call, at 10: 07 a. m. in rooms 704-705, 
New Federal Court House, Portland, Oreg., Senator Wayne Morse 
presiding. 

Present: Senator Morse, presiding, and Senator Edward J. Thye. 

Also present: Walter B. Stults, staff director; William Erickson, 
counsel; William Berg, administrative assistant to Senator Morse; 
and Charles Brooks, assistant to Senator Morse, Portland, Oreg. 

Senator Tuyr. If the committee will please come to order, we will 
proceed with the hearing. I will make the explanation first to you 
that Senator Morse is appearing before another committee which 
commenced its hearing at 9:30. He is testifying for this committee 
and, therefore, he will be a few minutes delayed. I expect him to 
come at almost any minute, however. It is now 7 minutes past 10. 
But I feel that in order to accommodate all, and to give you as much 
time as possible, that this committee should come to order and proceed. 

1 want to explain to those of you who are here this morning and 
were not here yesterday that the purpose of this committee hearing 
is to afford the smaller-business firms and business people an oppor- 
tunity to come before the committee. The committee is conducting 
these tax hearings and a general discussion of businessmen’s problems 
in various States across the Nation. We have had to date eight com- 
mittee hearings. We havea total of 15 committee hearings scheduled. 
It does afford us, as members of the committee, an opportunity to come 
directly in contact with you, the businessmen of this Nation, and you in 
return, of course, are privileged to make your statements and to hear 
your colleagues and associates make their statements relative to the 
problems that the small-business man is confronted with. 

[ am Senator Thye, of Minnesota, and I am the senior Republican 
upon the committee. In the 83d Congress, in 1953 and 1954, I was 
its chairman. Senator John Sparkman is the chairman of the com- 
mittee now. Senator Sparkman is from Alabama. 

I give you this as an introduction so that you might know first who 
I am, and then more about the committee. It is a Select Committee 
on Small Business. We endeavor at all times to be nonpartisan. I 

can say this, as a Republican, that my work with the committee has 
ree n always on a nonpartisan basis. 

You have as a committee staff here this morning, Mr. Walter Stults, 
the staff director. He has served both the Democratic leaders, as well 
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as the Republican leaders, and by continuing on the staff as its direc- 
tor, we have had the benefit of his experience and his seniority on 
Capitol Hill. This makes it possible for him to make immediate 
contact with the various Federal agencies to be of assistance to the 
small-business men. The committee consists of 13 members and in- 
terested businessmen may write to any of us for information. 

Mr. William Erickson is the counsel to the committee, a member 
of the staff, and he too, I know, serves both political parties without 
a question in mind as to who he is rendering service to or for. 

The committee has had hearings this week both in Chicago and 
in Minneapolis, and yesterday here in Portland. It has afforded us 
much good information relative to your problems. I am looking 
forward to the testimony that will be forthcoming here today as 
being most beneficial to us. 

The record will be made available to all the Members of Congress 
and to the public, as well as to the committee members directly. We 
held many such hearings in 1952 and the report was filed in the year 
of 1953. The hearings that we conducted in 1952 greatly aided the 
Congress in developing the legislation that was enacted and the tax 
relief that was afforded and affected the taxpayer in 1954. 

[ give you that as an explanation of why we conduct these hear- 
ings. It is most beneficial to Members of the Congress, even though 
they are not present at the hearing, to pick up the report and read 
of your problems, as well as the problems of the businessmen in 
other sections of the Nation. 

That is the explanation that I wanted to make to those of you 
who may not have been present at yesterday’s hearing. 

We will now peace to place in the record a telegram and some 
other communications that are before the committee before we call 
the first witness. 

This telegram is addressed to the Small Business Committee. It is 
signed by Monte’s Manufacturing Co., 5606 South East Foster Road, 
Portland. This will be made a part of the committee hearing record. 

(The document referred to follows :) 

PORTLAND, OreEG., November 14, 1957. 
SMALL BUSINESS COMMITTEE, 
Post Office Building, Portland, Oreg.: 

We believe in all sincerity that some legislation should be enacted to provide 
compensation for manufacturers and business establishments collecting em- 
ployee taxes on behalf of both Federal and State government. We have ap- 
proximately 35 employees and it takes at least 4 hours a day of bookkeeper’s 
time to keep all the Government records and make reports. Besides all of 
this, the employer becomes responsible for any mistakes that may be made. 
We estimate our cost in doing this work at least $3,500 per year. If the Gov- 
ernment subsidizes people for not doing things then we feel they should com- 
pensate others who do accomplish work for the Government. Further and 
more important the employee-employer relationship is not enhanced where the 
employer is the tax collector. Any further data of figures requested will be 
gladly supplied. 

MonTeE’s MANUFACTURING Co. 
Senator Ture. We also have a letter addressed to the Honorable 
John Sparkman, chairman of this committee. It is under the date 
of November 13. This letter was signed by Marcus Leupold, presi- 
dent of the Leupold & Stevens Instruments, Inc., Portland, Oreg. 
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This letter will also be made a part of the committee hearing record. 
(The document referred to follows :) 


LEvUPOLD & STEVENS INSTRUMENTS, INC., 
Portland, Oreg., November 13, 1957. 
Hon. JOHN J. SPARKMAN, 
Chairman, Select Committee on Small Business, 
Senate Office Building, Washington, D. 0. 


DEAR SENATOR SPARKMAN: I should like this letter to constitute my statement, 
on behalf of our company, for the purpose of inclusion in the record of the 
hearings of your committee on the impact of Federal taxation on small business, 
at Portland, Oreg., on Friday, November 15, 1957. I have read the press release 
issued from your office on September 4, 1957, together with the memorandum 
for witnesses attached thereto. 

There are many of the issues set forth in the memorandum for witnesses at 
this hearing about which I know little or nothing, and it would appear that the 
committee’s interest would not be served by any statement on my part concerning 
them. <A short statement on the things about which I am familiar would, I 
think, be more suitable. 

First, I am not exactly sure of the type of business to which your hearings 
are related. It is my recollection that the Congress has for some years attempted 
a definition of “small business” without much success. However, under nearly 
any definition, I assume this company would qualify. It is this year celebrating 
its 50th year of continuous operation, but its employees are only approximately 
90 in number and our gross income will vary from slightly under to slightly 
in excess of $1 million annually. It is a closely held corporation, the stock of 
which has never been on any exchange. 

Second, as a general observation, I assume it is a desirable thing for the eco- 
nomic welfare of the United States, and is, therefore, the policy of the Congress, 
not to hamper the conduct of small business. The existence of numerous enter- 
prises of our size in the United States is, I believe, desirable for a great many 
reasons not necessary to detail here. This statement will proceed on that 
assumption, plus the assumption that most owners or managers of small busi- 
nesses feel, as I do, that they seek no preferential treatment in the tax or other 
laws. Instead, they seek equality and equity. It has been my observation thus 
far that many of the difficulties faced by small business are faced by big busi- 
ness, also. That is true of the first of the items I will mention below, though 
it is not true of the second. 

In this statement I desire to mention only 2 of the 9 points listed in the memo- 
randum for witnesses attached to your press statement. Those two are: (7) 
Permit deduction for additional investment during taxable year, and (1) permit 
estate taxes to be paid in installments over a period of years. 


(7) Permit deduction for additional investment during taxable year 


There seems to be no substantial controversy among all elements of the 
business world that the present tax rates and structure are too high to en- 
courage expansion in private business without such adverse effects as, in the 
long run, jeopardize the private-enterprise system. The rates are so high on 
normal corporate earnings that it is a virtual impossibility to accumulate suf- 
ficient funds to finance expansion out of earnings. In a dynamic economy such 
as ours is, or ought to be, this is a serious problem and, if anything, is becoming 
more serious as time goes on. 

Six or seven years ago the needs of our business required the expansion of 
our plant facilities at a cost of approximately $75,000. On gross earnings of 
approximately $1 million and with an equitable tax structure, prudent man- 
agement such as I believe ours is ought to have been able to finance that 
investment in plant improvement and expansion out of earnings over a period 
of 2 years or so, at least. However, our net return on sales after taxes is 
approximately only 5 percent. As a result, we were forced either to abandon 
plans for expansion or go to the money market for the funds with which to 
accomplish it inasmuch as the tax rates did not permit us to accumulate 
those funds from our own sales. This is not, in my judgment, a healthy 
condition. 

Today, of course, the situation is even worse. On the one hand, industry, 
small or large, is encouraged to enter new fields to pour out the ever-expanding 
stream of goods and services our economy requires if it is to live up to the 
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concept that it is a dynamic or expanding economy. On the other hand, the 
corporate-tax rates are such that that expansion cannot, as our little experience 
illustrates, be financed out of earnings, but, rather, from borrowings. At the 
same time, the policy is to make bank borrowing costly in order to prevent 
inflation. This means that the corporate enterprise may be forced to abandon 
its plans or go to the public for money secured by stock or bond issue. This 
could well, and probably does, lead to another form of inflation in a dilution 
of the value of stocks in the public hands, or the other alternative of more 
expensive improvements and expansion which, in turn, increases the prices 
of the product, or a lack of expansion which in the end forces more people to 
bid for the same number of products, in itself another inflationary device. 

It seems to me that the cure for this situation is that mentioned in the 
above heading; namely, a tax credit for any taxpayer engaged in business, 
whether a small or large corporation or an individual or partnership, for 
additional business investment during the taxable year. It is my firm con- 
clusion that, of all the items for discussion before this committee, this offers 
the best practical solution for the Congress in the revision of our present 
business-tax laws, and is the most consistent with the policies of the Congress 
to encourage an expanding economy and thus prevent inflation by production, 
not artificial controls and administrative policies. 

(1) Permit estate taxes to be paid in installments over a period of years 

The second point to which I wish to address myself, even though in this reverse 
order, is the forcible liquidation of small businesses like ours, whether in the 
corporate or individual form, which is so frequently an occurrence because of 
death taxes of the major owner, who is usually also the one who is in charge of 
the business. While I do not have any of the statistics on the subject, though 
they must be kept somewhere, I do not think there is any controversy but that 
in recent years a flood of liquidations, and sales of small-business enterprises 
to large ones, has been caused primarily by the knowledge that in the event of 
the owner’s death the business would have to be sold or heavily mortgaged to 
pay death duties. I, personally, know of many such situations where inheri- 
tance taxes have been the motivating factor behind the sale of a business to a 
competitor or at least a large purchaser whose operations are sufficiently well 
financed and spread as to make it impervious to this hazard facing the smaller 
business. I think we all have knowledge of many such situations. The result of 
this nationwide trend of the sale of individually owned or managed businesses, 
and their merger into larger operations, is one which is not healthy for our econ- 
omy, in my judgment, and, if not discouraged, could lead to a national pattern 
where all power is concentrated in big business, big labor, and big government. 
This does not afford a healthy economic or political climate in which our children 
must live. 

The solution of this problem is not in amendments to the Sherman Act or the 
tobinson-Patman Act, in my judgment, where some far-off economist decides 
whether or not such a sale as economics may dictate to the small owner if he 
is to preserve any semblance of an estate is or is not in the public interest or 
will or will not tend to reduce competition. Those are standards too vague for 
nie, at least, to discuss or apply. 

Instead, I think the Congress would go far toward the preservation of continued 
operations in small businesses in whatever form they may take if the payment 
of inheritance taxes or death duties could be spread out over a period of time 
sufficient to allow that portion of those taxes attribytable to the business to be 
pnrid out of its earnings. The writing of the statute which could accomplish 
this result would be difficult, but ought not to be impossible, for the Congress, 
and, in my judgment, is of vital concern to people like ourselves who would like 
to preserve the small company they have created and built up, rather than seeing 
it disappear or be merged into a large one. This inheritance-tax problem has, 
in my judgment, been greatly responsible for the rash of sales, mergers, and 
liquidations of small businesses which has gone on in the past 5 or 10 years, 
and the Congress would be responsible for a much healthier economic climate 
for the future if the burden of sudden and overwhelming inheritance-tax liability 
could be alleviated by the installment-plan method of that tax. 

Very truly yours, 
Marcus Levuporp, President. 


Senator Tryr. The first witness for this morning will be Mr. S. W. 
Horn, chairman of the Oregon State Tax Commission. I regret ex- 
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ceedingly that Senator Wayne Morse is not here. I am reluctant to 
commence the hearing in his absence, but, for the sake of time, I will. 
And then, when Senator Wayne Morse arrives, he will make his open- 
ing statement at that time to you all. You may proceed, Mr. Horn. 







STATEMENT OF S. W. HORN, CHAIRMAN, OREGON STATE TAX 
COMMISSION, SALEM, OREG. 

















Mr. Horn. Thank you, Senator. I appreciate this opportunity that 


ou have given me to appear here this morning, and my statement shall 
be brief 45 
ve brief. 


Oregon is a State of small businesses. According to the latest in- 
formation from the Oregon State Unemployment Compensation Com- 
mission, there were 15,059 employers qualified for an experience-tax 
rating under the unemployment-compensation laws. Out of this num- 
ber, less than 250 had payrolls in excess of $500,000 annually. One- 
third of the total number of employers had annual payrolls of from 
$10,000 to $25,000, and 4,075 of the employers had annual payrolls of 
less than $10,000. So, for practical purposes, any recommendations or 
findings that this committee may make which would aid small business 
will apply to practically all of the business ente rprises in the State 
of Oregon. 

Oregon also has in the past, I think, offered a favorable climate for 
the small-business man, and, in my opinion, it is desirable to retain that 
climate. 

There are two Federal taxes which have had an unfavorable impact 
on business within the State of Oregon. The Federal transportation 
tax, when added to our already high and, in many instances, discrimi- 
natory freight rates, adds to Oregon’s unfavorable competitive posi- 
tion. This tax is, of course, an added burden to all business within the 
State of Oregon. 

The luxury tax on furs affects our fur-farming industry as well as 
7 trade in the wild furs. Fur farmers are probably the only class 

f farmers whose product is subject to this special excise tax. I’m go- 
ing to submit with the statement here a letter from Mr. Kenneth M. 
Plaisted, executive secretary of the National Board of Fur Farm Or- 
ganizations, Inc., which gives statistical information on the size and 
economic aspects of this industry in Oregon. 

Senator Tuy. That will be made a part of your testimony appear- 
g in the committee record. 
The document referred to follows :) 
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NATIONAL BoarD oF Fur FARM ORGANIZATIONS, INC., 

Milwaukee, Wis., November 5, 1957. 





Mr. HARI AND M. Woops, 
Tillamook, Oreg. 
DeAR HARLAND: It was a pleasure, indeed, talking with you this morning, and 
we are very happy to learn that Catherine is feeling better. 
With reference to the fur-farming industry in the State of Oregon I have set 
forth below information which should be pertinent to anyone wanting a broad 
outlook on the size of the industry in your State. 














wativer of ‘far SattherO.s 21 asi ee et ee ee 219 
Capital investment, exclusive of breeder animals_.__._._________-_ $15, 000, 000 
Number of mink produced annually___.____-_--__.._--.__--__ 350, 000 
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(You should point out here that, by and large, the ingredients of the mink diet 
are such that practically all feeds used in the diet are produced locally.) 

In discussing the importance of any industry of a State, I think it is always 
well to point out the importance of that industry to the entire State’s economy. 
In this regard, in the case of the fur farmer in Oregon it can be said that his 
product, being a cash crop item and sold outside the State of Oregon, that the 
fur farmer brings home and places in circulation within the State of Oregon 
approximately $7 million per year. On the other hand, most of the money that 
the fur farmer spends to produce his cash crop (mink) is utilized within the 
boundaries of the State of Oregon. 

If the committee investigating the tax problems of small businesses and 
farmers gets into the question of the excise tax, as a group of farmers we can 
argue that we are the only class of farmers whose product is presently subject 
to any excise tax and, therefore, from the farmers’ viewpoint there should not 
be an excise tax on furs domestically raised any more than there should be on 
products raised by the dairy, beef, or grain farmer. 

Insofar as arguments regarding a general reduction of the income taxes is con- 
cerned, volumes could be written on why the present progressive tax schedules 
are damaging to the overall economy. It would seem, however, that you can 
always make the argument, which is a valid one, that when the income-tax rates 
are as high as they are today the incentive of the fur farmers to expand their 
industry or improve the quality of their product is destroyed. All of which, 
of course, means a stagnant economy and, in the long run, less moneys available 
for tax purposes. 

I trust the above information will be of some benefit, Harland, to your 
State officials, and, if there is anything else that you want presented along this 
line, please do not hesitate to call or drop me a line. 

With best wishes, I remain, 

Sincerely yours, 
KENNETH M. PLAISTED, 
Executive Secretary. 

Mr. Horn. I would call your attention to the fact that both the 
transportation tax and the luxury tax were enacted as wartime meas- 
ures designed to conserve resources rather than as measures designed 
primarily for the raising of revenue. 

With regard to the more important Federal corporation income and 
Federal personal income taxes, I have no recommendations for spe- 
cific changes in the laws. Obviously, a general reduction in taxes is 
desirable if such a reduction can be made within the limits of sound 
fiscal policy. 

I would suggest to the committee that if changes in tax laws are 
made for purposes of encouraging small business, they should be con- 
sidered very carefully so that they do in fact accomplish their pur- 
pose. For example, it might be advisable to investigate the size and 
types of business where income taxes are passed on to consumers by 
incorporation in price structures. General reduction of corporation 
income-tax rates might in these instances result in financial windfalls 
which might or might not be beneficial to small business generally 

I would like to make one statement with respect to the special treat- 
ment of capital gains as presently afforded in the Federal income-tax 
laws. I am under the impression, without being able to offer you 
quantitative evidence, that it has had some harmful effects in Oregon. 
The short holding period and other features of the law have diverted 

capital from investment in small business within the State into specu- 
lative investment in outstanding issues of capital stock. Formerly, 
and at one time in Oregon, small investors, such as professional men, 
businessmen, were sources of capital for our small-business man within 
the State. And I am under the impression that to some extent that 
source of capital has been dried up because of some of the provisions 
of the capital-gains laws. 
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In connection with this source of capital it might be well for the 
committee to consider extending of the deferred-income treatment for 
retirement plans—retirement plans that are entered into by self- 
employed persons. That, I think, would create a source of capital 
within the State. If the purpose of the special treatment for capital 
gains is to encourage the accumulation and preservation of capital for 
investment in productive enterprise, I submit that the present law has 
not fully accomplished this purpose in Oregon. 

With respect to capital gains also, I think that our present law has 
encouraged the consolidation of some of the small independent lum- 
ber operators, timber operators for noneconomic reasons, and in this 
respect has weakened the position of small business within the State. 

In closing, I wish to point out again that because the small enter- 
prise is the typical business of Oregon, any adjustments in the tax laws 
which you find would be helpful in encouraging or strengthening 
small business would be beneficial to the State. 

I would like to submit this statement to the committee. 

Senator Tuyr. The complete statement will be made a part of 
the record, as well as your oral statement. 

Mr. Horn. Thank you, Senator. 

(The document referred to follows :) 


STATEMENT BY S. W. Horn, CHAIRMAN, OREGON STATE Tax COMMISSION, RE 
IMPACT OF FEDERAL TAXES ON SMALL BUSINESS 


My name is S. W. Horn. I am the chairman of the Oregon State Tax Com- 
mission. I appreciate the opportunity which you have given me to appear 
here this morning. My statement will be brief. 

Oregon is a State of small businesses. According to the latest information 
from the Oregon State Unemployment Compensation Commission, there were 
15,059 employers qualified for experience tax rates under the unemployment 
compensation laws, Out of this number, less than 250 had payrolls in excess of 
$500,000 annually. One-third of the total number of employers had annual pay- 
rolls of from $10,000 to $25,000, and 4,075 of the employers had annual pay- 
rolls of less than $10,000. For practical purposes, recommendations which you 
make for aiding small business will apply to practically all of the business enter- 
prises in the State of Oregon. 

Oregon has in the past offered a favorable climite for the small entrepreneur. 
In my opinion, it is desirable to retain that climate. 

There are two Federal taxes which in my opinion have an unfavorable impact 
on business within the State of Oregon. The Federal transportation tax. when 
added to our already high, and in many instances discriminatory, freight rates, 
adds to Oregon’s unfavorable competitive position. This tax is an added 
burden to all business in Oregon. 

The luxury tax on furs affects the fur-farming industry. Fur farmers are 
the only class of farmers whose product is subject to an excise tax. I sub- 
mit herewith a letter from Mr. Kenneth M. Plaisted, executive secretary of the 
National Board of Fur Farm Organizations, Inc., which gives staistical informa- 
tion on the size and economic aspects of this industry in Oregon. 

It should be noted that both the transportation tax and the luxury tax were 
enacted as wartime measures designed to conserve resources rather than as 
measures designed primarily for the raising of revenue. In my opinion, the 
Congress would be well advised to repeal both of these taxes. 

With regard to the more important Federal corporation income and Federal 
personal income taxes, I have no recommendations for specific changes in the 
laws. Obviously, a general reduction in taxes is desirable if such a reduction 
can be made within the limits of sound fiseal policy. 

I would suggest to the committee that if changes in tax laws are made for pur- 
poses of encouraging small business, they should be considered very carefully 
so that they do in fact accomplish their purpose. For example, it might be 
advisable to investigate the size and types of business where income taxes are 
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passed on to consumers by incorporation in price structures. General reduction 
of corporation income tax rates might in these instances result in financial 
windfalls which might or might not be beneficial to small business generally. 

With respect to the special treatment of capital gains as presently afforded 
in the Federal income-tax laws, I am under the impression, without being able 
to offer quantitative evidence, that it has had some harmful effects in Oregon. 
The short holding period and other features of the law have diverted capital 
from investment in small business within the State into speculative investment 
in outstanding issues of capital stock. Formerly small investors, such as pro- 
fessional men, were sources for new capital for the enrepreneur who wanted 
to start his own business. This source of capital has in recent years been greatly 
reduced for the reasons already stated. If the purpose of the special treatment 
for capital gains is to encourage the accumulation and preservation of capital 
for investment in productive enterprise. I submit that the present law has 
not fully accomplished this purpose in Oregon. 

With respect to capital gains also, I believe that the present law has encour- 
aged the consolidation of small independent timber operations for noneco- 
nomic reasons and in this respect has weakened the position of small business 
within the State. 

In closing, I wish to point out again that because the small enterprise is the 
typical busimess in Oregon, any adjustments in the tax laws which you find 
would be helpful in encouraging or strengthening small business would be 
beneficial to the State. 

J ee the opportunity to have appeared here. 

Mr. Struts. Senator, I think before Mr. Horn leaves we might say 
that the members of the committee have overwhelmingly expressed 
themselves in favor of eliminating Federal excise taxes, particularly 
that on transportation. A large majority of the committee has felt 
that all Federal excise taxes should be ended and this field of taxation 
turned over to the State, recognizing that this does work a real hard- 
ship on many small businesses and that the Federal Government 
might well get out of the field of excise. 

Mr. Horn. Thank you. 

Senator Tuyr. The next witness will be Mr. Milton H. Mater. He 
is president of the Mater Machine Works at Corvallis, Oreg. 


STATEMENT OF MILTON H. MATER, PRESIDENT, MATER MACHINE 
WORKS, INC., CORVALLIS, OREG. 


Mr. Mater. Good morning, Senator Thye. 

Senator Tryr. How are you this morning, Mr. Mater? 

Mr. Mater. Fine. 

Senator Tuyr. You may proceed in whichever way you desire. 

Mr. Marer. Thank you. First, this seems to be the day of correct- 
ing pronunciations, but the name is Mater. 

Senator Tuyr. Mater? 

Mr. Mater. Yes. Thank you. 

Senator Ture. All right. We will be very happy to pronounce it 
in that manner. 

Mr. Marer. Thank you. I prefer to read my statement, Senator. 

As an American, I am very proud to be called a small- business man. 
For, to me, the fact that any man can take his own hard earned sav- 
ings and invest it to create his own business—as I did 12 years ago— 
illustrates more than any other single facet of our economic life ‘that 
the United States is still the golden land of opportunity. When I 

‘ame out of the Army at the close of World War II my wife and I 
had saved up a modest sum during the 214 years that I was overseas. 
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That modest sum could have paid for and furnished a comfortable 
home—that was in 1945, remember. However, I used it as a down- 
payment on a business. 

At that time it was a small three-man repair shop serving local 
needs. We soon began manufacturing a line of sawmill machinery 
of my own design. We expanded gradually, until today we employ 
an average of 30 men and supply automatic sawmill equipment to 
sawmills all over the United States: New E ngland, the Southeast, 
the Lake States, as well as the West. We also export this machinery 
to other countries. 

My business has provided close to a million man-hours of work for 
skilled men in our community. It has created new machines useful to 
the lumber industry. The modest sum I invested in this business 
went a long way in creating new products and new jobs. 

However, as far as my own family’s security is concerned, I could 
have probably done better had I gone back to work after the war as 
an engineer for somebody else’s company. Because of the tax struc- 
ture—where, for instance, increased inventory is taxed as if it were 
cash—there were many years when our income tax exceeded the income 
which my family could draw out for living expenses. Also, up until 
this year we were an unincorporated business. We had unlimited la- 
bility. Now, do you realize what unlimited liability means? If a 
workman loses his job, it does not affect his personal property or his 
savings account. If the manager of even the largest business fails 
to make it pay and shuts it down, it doesn’t affect his personal property. 
If the president of a corporation fails to keep it going, he doesn’t lose 
his personal property. But the proprietor or the partner of a busi- 
ness which fails . sacrifice his personal possessions, his bank 
account, even his car, to satisfy his debtors. In other words, he puts 
everything on the line with every major decision he makes. In all 
these years my family’s immediate security as well as long-range secu- 
rity was directly tied to our business. 

This unlimited liability is one of the most serious disadvantages 
which a small unincorporated business continually battles. It leads 
to a constant feeling of personal financial instability. Every major 
decision which the owner of a business makes puts his whole future 
and that of his family in jeopardy. Is it any wonder, then, that many 
small-business men quit, sell out to big business, or just go back to 
work? Many of the men who have worked for me have had their 
own businesses and s: Lys, “Never again. 

When we decided to incorpor ate, in addition to the limiting of my 
personal liability, we felt that incorporation would give us these other 
advantages : 

1. Continuity of existence: We have made a permanent place for 
ourselves in the sawmill-machinery field. We owe it to our customers 
to assure a continuity of existence which is more inherent in the corpo- 
rate form. 

2. Personnel advantages: We continually lose keymen whom we 
train to a state of efficiency necessary to operate in a very small busi- 
ness; they go to work for our giant customers who can pay much 
higher salaries, give longer vac: tions, provide more expensive health 
and welfare plans than we do. Our only hope of keeping keymen is 
to provide a stock-purchase plan so that they can feel the personal, 
tangible sense of ownership which a proprietor does. 
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3. Acquisition of new capital without loss of control: The corpo- 
rate form offers the simplest method of raising capital for expansion 
purposes. The sale of stock doesn’t jeopardize the control of the busi- 
ness like the sale of an interest in an individual proprietorship to a 
partner. 

I feel that the position of all small businesses would be greatly 
improved by incorporation. I believe that this would decrease the 
alarming incidence of small-business failures and encourage more peo- 
me to go into business for themselves. In my opinion, the one great 

eterrent to the incorporation of a very small business is the present 
Federal tax structure. 

First, let me define what I mean by “very small business.” I define 
this as a business having 50 employees or less. It appears to me that 
the usual Federal definition of “500 employees or less” does not fit 
businesses with 4 or 40 employees. The difference between a 
5-employee business, for instance, and a 500-employee business is so 
very great in matters of financing, tax structure, marketing problems, 
etc., that I believe a new classification is required. All of my remarks 
refer to very small business of less than 50 employees and not to small 
business of less than 500. 

The Federal tax structure discourages very small businesses from 
incorporating by pen: alizing the earnings of the businessman who in- 
corporates. “AS you know, : 30 cents of the first dollar of a cor poration’s 
earnings must be paid as Federal income tax. Taking an example 
from appendix A, which I present for inclusion in the record, an 
individual propr ietor who earns $15,000 in 1 year pays about $1,000 
less in Federal income tax than a corporation president who earns 
$10,000 in 1 year and tries to take the other $5,000 out of his business 
profit. The same penalty for incorpor: ating a very small business 
holds true for any earning which an incorporated business makes 
and which the owners try to withdraw. 

I wish to insert appendixes A and B at this point, which I will 
give you. 

Senator Taye. They will be made a part of the record. 

Mr. Mater. Thank you. 

(The documents referred to follow:) 


APPENDIX A 


MATER MACHINE WorKS, INc., 
Corvallis, Oreg., November 15, 1957. 
COMPARISON OF FEDERAL TAx COSTS—BUSINESS OPERATED AS A CORPORATION OR 
PROPRIETORSHIP (OR PARTNERSHIP) 


ASSUMPTIONS 


Taxpayer married with two dependent children, standard deduction. No 
income other than from the business. 

All net income withdrawn from business each year ; $10,000 as salary or salary 
allowance, balance as dividend or withdrawal. 

State income tax, if any, not taken into account. 
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Total Federal income tax 

Net income before taxes on income Difference 

As a corpo- As @ pro- 

ration prietorship 
$10,000. _._.--- DL elias arctabato waldo bins kicks den sine an ales ante $1, 372 $1,608 tinictiitis =< 
$11,000____.... phnides irae mec iainan ap pencivmlon sijiie eames 1, 526 1, 592 $234 
DE wcnwcse t J ; thebeeoueeess 2, 280 1, 836 444 
SS Sh chad od ps dope pbinive + pum hihi belie bb daptiee taddatthecabbandel 2, 762 2, 096 666 
RNA sd nitiin Jo Naa nc paccnadanehine dae asmtdunia Akane akaedae 3, 244 2, 356 888 
$15,000. _. phinveide calvawite: ldstabddubiapebeietbnthadadinkaactie 3, 726 2, 616 1,110 
Oe sl ET ies occa ee en ed ee eee 4, 208 2, 900 1, 308 
$17,000. ___ wae Eek Mena sese gh eeeakeaesaseee 4, 690 3, 200 1, 490 
$18,000. .....-- neg sels 65s hbbhanestddaaseatauotnea isgpubitciten 5, 180 3, 500 1, 680 
$19,000 me iinmeiew es ca Gel lene laa aioe arn ae aad | 5, 690 3, 800 1, 890 
$20,000 a : Minbehehwaehee dei txecsaikalbce ap epee eae 6, 200 4, 124 2, 076 
$21,000. dankaneesienel aie Sait in Peeileaeil bcvacdiak Mien aiciaialamaieainaings | 6, 710 4, 464 2, 246 
$22,000 ‘ Seat ule SuDeb Lee yeudae a eeeoeeadaren 7, 220 4, 804 2, 416 
INS Biro kts rst bwads dan cena hehe biden b wegen aacbers 7, 780 5, 144 2, 586 
kis wivdiings oe : bail Sag WA ati» «ee 8, 256 5, 508 2, 748 
2, 906 


$25,000... LOM iden saskthiiddichn dh GGaes Sk eaae 8, 794 5, 888 





APPENDIX B 


MatTeR MACHINE Works, INC., 
Corvallis, Oreg., November 15, 1957. 


The contrast between the taxes on a sole proprietorship or partnership 
and the penalizing taxes on a small corporation is even more marked when we 
consider salaries under the $10,000 bracket, which is the more realistic for officers 
of very small corporations. 

The corporation officer making an annual salary of $5,000 and taking $3,500 
out of the corporation as dividends pays a combined Federal corporate and 
individual tax of $2,542. As a sole proprietor or partner he pays a tax of $1,372. 
He is penalized $1,170 under the corporate tax structure. 

The possibility of not assigning a salary but taking as personal income whatever 
profits are left from the operation—as we often did when we were a partnership— 
is defeated by the corporate tax structure. The corporate owners who find them- 
selves with a $5,000 profit and take it out as a dividend for living expenses in 
lieu of salary pay a combined corporate and personal tax of $1,520. An individual 
or partner with an income of $5,000 and the same dependents pay a tax of $320. 
The corporation is penalized $1,200 per year by the Federal tax structure. 


Mr. Mater. The contrast between the taxes on a sole proprietorship 
or partnership and the penalizing taxes on a small corporation is even 
more marked when we consider salaries under the $10,000 bracket, 
which is the more realistic for officers of very small corporations. 

The corporation officer making an annual salary of $5,000 and 
taking $3,500 out of the corporation as dividends pays a combined 
Federal corporate and individual tax of $2,542. As a sole proprietor 
or partner he pays a tax of $1,372. He is penalized $1,170 under the 
corporate tax structure. 

The possibility of not assigning a salary but taking as personal 
income whatever profits are left from the operation—as we often did 
when we started when we were a partnership—is defeated by the corpo- 
rate tax structure. The corporate owners who find themselves with a 
$5,000 profit and take it out as a dividend for living expenses in lieu 
of salary pay a combined corporate and personal tax of $1,520. An 
individual or partner with an income of $5,000 and the same depend- 
ents pays a tax of $320. The corporation is penalized $1,200 per 
year by the Federal tax structure. 
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Speaking from my own experience, it became obvious to me about 
5 years ago that we should incorporate. But we were very reluctant 
to do so because of the tax structure and the expense involved. How- 
ever, we finally did incorporate on January 1, 1957, encouraged by the 
fact that both political parties had promised during the 1956 political 

campaign to give tax relief to small corporations. Soon after the 
campaign was over several newspaper stories appeared to the effect 
that since most small businesses were not incorporated, only a very few 
would be helped by reducing taxes on small corporation earnings. 
This appeared to be putting the cart before the horse : small businesses 
are not incorporated because of the tax penalties involved, not because 
of the owner’s preference. 

I believe that a flourishing free-enterprising system should make 
incorporation attractive to very small business. Incorporation will 
increase stability and tend to prevent failures. Incorporation will 
spread ownership to a larger segment of American people, that is, the 
millions of employees of small business, through stock-participation 
plans. It will give very small business an opportunity to raise capital 
through stock sales such as larger incorporated businesses have. 

The tax relief which would be most advantageous would be that 
which would encourage very small businesses to incorporate. The 
most important of these, I feel, are: 

(1) Graduate the taxes on the first $25,000 of profit so that they are 
similar to those on individual earnings. 

(2) Abolish or graduate and drastically reduce the taxes on divi- 
dends in very small businesses. 

(3) Permit a small, closely held corporation to elect to be taxed as 
a partnership. 

The first item, graduating income taxes on the first $25,000 of cor- 

oration earnings, "would have the effect of encour aging the very small- 
Sisiiens men, who must look to their businesses for dividends to eke 
out their salaries, to incorporate and thus stabilize their business. 
Since they would not be penalized by heavy taxation for withdrawing 
profits from the business, they would not be any worse off and would 
have the advantage of limiting their personal liability. 

The second item, abolishing or drastically reducing the taxes on 
dividends paid by very small corporations, would have the effect of 
making stock-purchase plans for the employees of these small busi- 
nesses much more attractive. As a very small-business man who has 
lost at least one keyman per year to larger business, I feel very strongly 
that some method must be devised to keep top level people in the 
smaller businesses or they will disappear. It is obvious that we can’t 

match salary dollars or pension plans with the larger firms, but we can 
share the adventure and creativeness of running a small business with 
our employees, if we can give them a share of the profits without being 
hit by prohibitive taxes on both ends—the giving and receiving. In 
a day when ever a small firm like ours employs 4 engineers and 2 book- 
keepers, you can see that our key people are much in demand today. 
With the greater emphasis on automatic machinery in American life 
the importance of technical men in very small businesses will become 
greater rather than less and the problem of how to hold them will be 
even greater in the future. 
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The third item, permitting a small, closely held corporation to elect 
to be taxed as a partnership, would encourage very small businesses, 
made up of several highly skilled working partners, to incorporate. 
The strain of unlimited li: ability on this type of partnership is severe 
and I have personally seen two such firms go out of business. I feel 
that if they had been a corporation many of the strains would have 
disappeared. 

To sum up, I feel that the present Federal tax structure discourages 
very small businesses from incorporating by imposing heavy tax pen- 
alties on corporations as compared with individual proprietorship. 
I believe this causes instability in very small businesses because the 
unlimited liability imposed on the businessman by this situation causes 
him to quit when things get reugh, rather than jeopardize his total 
possessions. It is my recommendation to this committee that it devise 
laws which would encourage very small businesses to incorporate. It 
is my belief that this will provide a solution to many of the ills which 
now beset our business community. 

Senator Trrye. Mr. Mater, you have given a very informative state- 
ment on the problems that, not only your corporation, but a similar 
corporation would be faced with. For your information, there is be- 
fore the Congress bills at the present time that propose to give relief 
in much the manner that you have expressed a hope that relief could 
be granted. I personally either have introduced legislation or I am a 
cosponsor of legislation that proposes that 1f you are a small corporate 
organization, that you can elect to pay your tax on a partnership 
basis. That would give you immediate relief, and secondly, we do 
recognize that a small corporation, such as you have described, is 
confronted with some disadvant ages. 

Now, relative to the possibility of aiding you to keep some of your 
skilled worker s—your engineers or the skilled personnel that you must 
have in your type of an organization, if we could make certain that 
your opportunities and profits were comparable to that of a larger 
corporation, then your problems would be resolved relative to what 
your pay and also what your possibility of retirements might be for 
that individual worker. “And that’s the whole purpose of these com- 
mittee hearings. 

If we fail to protect you, the small-business firms of this Nation, 
we will lose what makes up the free enterprise system in our land. 
And without a strong community made up of a lot of small businesses, 
we will lose something that has provided this Nation the progress that 
we have. Because you’ve kept alive individual initiative and the will 
to progress because there was something to strive for, there was an 
opportunity to build, just the same as some of the large corporations 
tod: ay, such as the Ford Manufac turing Co. It started as a one-man 
idea which developed into one of the creat corporations of this land. 
The same could be referred to in the implements, like the John Deere 
Plow Works. I could go on and name the others. We must keep 
alive in America the opportunity for the individual businessman, 
because if you destroy that opportunity, you’ve destroyed that which 
makes for initiative, thrift, and the will to drive to succeed in accom- 
plishing and bringing forth an idea that you may have in your mind. 
Unless there was an “opportunity to develop it and to keep it going 
into a corporate structure, your idea would be lost because you w vould 


























































































































































































































948 TAX PROBLEMS OF SMALL BUSINESS 


never bring it into being. So that’s what we’re endeavoring to do, 
by trying to strengthen “the congressional action to bring about the 
enactment of this legislation. We adjourned the first session of the 
85th Congress without action on these small-business bills, but we still 
have another legislative session before the 85th is completed in which 
to take action. 

I make this explanation to you for reasons of completing the record 
for those of you who are present as to why we are here in hearing. 
And also to use just a few minutes hoping that Senator Wayne 
Morse would come because I’m reluctant to continue calling all of 
these witnesses and the Senator not have the privilege of listening 
to your testimony. But again I state, your testimony was informative 
and most helpful to me as one member of the committee. 

Mr. Mater. Thank you for this opportunity of appearing. 

Senator Ture. I think that counsel has a question that he would 
like to ask, Mr. Mater, before you leave. 

Mr- Ertcxson. Mr. Mater, just one question. It may be inferred 
from your remarks, your statement here this morning, that you your- 
self and your concern failed to incorporate at an earlier time because 
of the Federal tax structure. 

Mr. Mater. That is correct. 

Mr. Erickson. In other words, that was the one item which kept 
your organization from taking the form of a corporation earlier than 
it did. 

Mr. Mater. It was the major item in the last 5 years. Previous 
to that we were not—we didn’t feel that we ought to incorporate, but 
it’s been 5 years now that—well 4 years in which we were held up 
by the Federal tax structure. 

Mr. Ertcxson. So you denied yourself and your organization the 
advantages of a corporate structure simply because of the Federal tax 
structure. 

Mr. Mater. That’s right. 

Mr. Erickson. Thank you. 

Senator Ture. Do you have any questions? 

Mr: Srutts. No questions. 

Senator Tuyr. Thank you, Mr. Mater. 

The next person will be Mr. Dingle. 


STATEMENT OF T. H. DINGLE, COPARTNER, DINGLE HARDWARE, 
COEUR D’ALENE, IDAHO 


Mr. Drncte. Good morning, sir. 

Senator Ture. If you will state for the benefit of the record here 
your full name and your company and then you may proceed in what- 
ever manner you desire. 

Mr. Drnctz. Thank you. My name is T. H. Dingle and I am a co- 

artner of the Dingle Hardw: are, Coeur d’Alene, Idaho. I have en- 
joyed the privilege ‘of engaging in the retail hardware business since 
1921. 

My testimony, I am sure, is typical of that experienced by the 
majority of the dealers in the hardware and implement business. 

As president of the Northern Wholesale Hardware of Portland, 
a dealer-owned operation representing and servicing 350 hardware 
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operations in Idaho, Oregon, and Washington, I have been face to face 
with their problems, as well as those of my own firm. 

I wuold like to talk to you briefly about my business. It is typical 
and representative of a small-hardware operation. 

Following World War I my brother and I purchased a hardware and 
implement business in Dayton, Wash., located in the heart of a rich 
wheat-producing community. It was a small business, largely de- 
pendent upon the farm operations of that area. 

Typical of conditions at that time, transportation was largely by 
horse and buggy over unimproved roads. Communities were isolated 
one from another. Farmers were dependent on local merchants for 
their goods and services and we upon them for the sale of our mer- 
chandise. 

We prospered during those early years. A dollar earned was a 
dollar saved. Our earnings were plowed back into the business ex- 
panding our — ration. Thus, we were in a position to render better 
services to the farmers of our community. 

Outside competition was not a factor in the operation of our busi- 
ness—supermarkets, chainstores, and direct factory operations were 
unknown at that time. 

Employment of capital for modernization of our store and our fix- 
tures was not necessary to insure a successful operation. The services 
demanded from governmental agencies were few and the resulting tax- 
load did not present a problem to us. All in all, it was a simple 
operation. It was one, however, which made it possible for us to 
prosper and expand. 

Today, however, we face a vastly different picture. Our growing 
and changing economy has developed a new pattern in retailing from 
that which we enjoyed in the thirties and sles early forties. ‘Super- 
highways, the air service, and modern modes of transportation have 
changed the retailing economic position. No longer are we isolated 
from foreign competition. 

We find ourselves forced to change our methods in order to take ad- 
vantage of new trends in shopping. We must make adjustments in our 
store in order to keep in step with the way America lives today. This 
requires capital for new fixtures, new equipment, to put us in position 
to meet new competition and to enable us to render better service to our 
customers. This we must do if we are to maintain our position in the 
hardware field. 

Inflation, high taxes, diminishing margins, higher costs, and lower 
net income have created problems unknow n to us 20 years ago. Thi§ 
new pattern demands additional services from Federal, State, : and local 
government calling for the payment of the major part of our earnings 
in some form of tax in order that government may meet the increased 
cost of these added services. 

During the year ending December 1956, the taxpayers of my State 
paid into the Federal Treasury $120 million in Federal income taxes. 
This represents 65 percent of our total taxload and approximately 14 
percent of the personal income of Idaho. Our property taxload 
which is used largely for local revenue, demands an additional 6 
percent of the total ] personal income of our State. 
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When we add all these factors together, we find very little left from 
our diminishing income with which to replace equipment or to expand 
our business. 

Consequently, our segment of the national economy is in serious 
trouble. Small business comprises the backbone of our economic 
structure. A survey by the National Hardware Association shows 
there are nearly 4 million business establishments in the United States 
employing less than 25 employees and accounting for 55 percent of all 
business employ ment. 

In 1947 small firms accounted for 19 percent of manufacturers sales 
and 13.3 percent of total earnings. By 1955 their share of sales had 
shrunk to 13 percent, a drop of nearly 3314 percent, and earnings 
dropped to 4.5 percent. 

A current report of the National Hardware Association presents an 
interesting and informative picture of what is taking place in the 
hardware industry. 

May I present the charts for your consideration and study. The 
charts are in the rear of this paper. 

Senator Ture. Those charts will be made a part of your statement 
in the record. 

Mr. Dinexe. Thank you. 

(The documents referred to follow :) 
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Mr. Drnete. The charts cover a 10-year period of operations from 
1947 to 1956. They are average figures. 

Chart No. 1 will show the increase in cost of operation. In 1947 
the cost of doing business was 19 percent of sales. In 1956 it re- 
quired 27.6 pemnens of sales to pay the cost of business. 

Chart No. 2 will show the average net earnings dropped from 8.7 
percent in 1947 to 1.9 percent in 1956. 

It may be well to point out that the average net income of 1.9 per- 
cent in 1956 has a 50 percent value when compared to the 1947 dollar. 
It requires twice the capital today to carry a comparable 1947 in- 
ventory. 

(Senator Morse enters the room and assumes chairmanship.) 

One of the contributing factors in the plight of small business is 
the oppressive effect of F ederal income taxes which prevent the reten- 
tion 2 peste earnings for growth capital—growth made necessary 
by our complex and expanding economy. 

The average small business finds little remaining, after taxes, to 
offset cash working capital depletion caused by the inflationary trends 
of the past 10 years or with which to build a reserve for future con- 
tingencies or expansion. 

In September of this year, we suffered a severe fire loss in our busi- 
ness. We will be forced to use capital assets to recover our former 
position. There is no provision in our present tax structure to pro- 
vide for such an emergency 

This situation is more keenly felt by smaller business firms as we 
do not have access to the capital markets nor are we able to issue 
securities, stocks, or bonds from which we may borrow additional 
funds. Our borrowing capacity is either limited or exhausted. Re- 
tained earnings must be relied upon for expansion or to maintain our 
present position. 

The retention and utilization of our own resources by tax relief 
would be a step forward in keeping small business alive and growing 
along side our expanding economy. 

House bill No, 5735 would provide relief for business, both large 
and small. In my opinion, it is a sound, practical, and desirable 
measure. This bill has been endorsed by our association, as well as 
54 other associations in this country. 

This bill provides the medium through which we can obtain capital 
for financing costs of immediate equipment and increased inventories 
or for future expansion. This proposal will provide an incentive to 
invest a greater proportion of our taxable income in depreciable assets 
and inventories. T hus, we can become more firmly entrenched in the 
economy of our country. 

A second proposal of this bill will permit us to set aside earnings 
in anticipation of our estate tax by the purchase of noninterest- bear- 
ing estate-tax certificates. This provision will prevent the forced sale 
or dissolution of our business in event of death. We will be in a posi- 
tion to protect our estate which we have created by a lifetime of 
effort. 

These two proposals, in my opinion, have additional merit in that 
they are not discriminatory in their benefits as to the size of the busi- 
ness, be it large or small. 
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The proposals of this bill will help to perpetuate the life of our 
small-business enterprises. In so doing, we will continue to throw 
roadblocks in the path of an existing economic trend, which is over 
emphasizing bigness in all phases of American life—a bigness which 
calls for the elimination of small operations—the very backbone of 
our economy. 

I want to see that system preserved which has developed individual 
freedom under constitutional democracy to the fullest measure ever 
known to man—the system which supplies the incentive to every 
American to start at the bottom and rise to the top—the system which 
has enabled us to outproduce the rest of the world, though we have 
but 6 percent of the world’s population. 

That is my testimony and I thank you for this opportunity of rep- 
resenting the hardware and implement dealers of Idaho, Oregon, and 
Washington, and thank you for your time. I hope that this testi- 
mony will be of some help. 

Senator Ture. Mr. Dingle, your testimony was very important to 
us and most informative, and I’m very happy that Senator Morse 
has joined us and that he had the chance to hear the closing part of 
your statement. I know that he will not only read the foremost part 
of your statement but he may also have some questions to ask of you 
and I now turn the hearing back to Senator Wayne Morse. 

Senator Morse. I have no questions, Senator. I want to thank you 
for coming as a witness, and to assure you that your statement and 
all others will be ¢ varefully analyzed by the professional staff of this 
committee and studied by the committee members to the end that we 
hope to make some recommendations for legislation rather early in 
the next session. Thank you very much for appearing. 

Now, Senator Thye, I thank you very much for your courtesy in 
conducting this hearing until I could arrive. The Governor and I 
had to testify this morning on the other side of town before the hear- 
ing being conducted by the Army engineers on a matter vital to the 
State of Oregon, namely, the pr elimins ary review report on the Army 
engineers’ 308 report that has to do with this whole matter of river- 
basin development. And only for the record so it will be in the 
record, I will now just take a couple of minutes to read the statement 
that I would have read, sir, if I had been here when the hearing con- 
vened this morning. 

It is a great privilege for me, as United States Senator, to return 
to my home State serv ing as acting chairman of a committee which 
has in the past, and can in the future, render a real service to the 
people of Oregon. At the very beginning of this hearing I wish to 
introduce to those present, and I’m sure that my colleague has already 
done that, but I particularly want to pay my compliments to my very 
good personal friend and able colleague, the senior Senator from the 
State of Minnesota, Edward J. Thye. Senator Thye is the ranking 
Republican member of the Senate Small Business Committee and 
served with distinction as its chairman during 1953 and 1954. He’s 
no stranger to this city nor to this State, and it isa special pleasure to 
welcome him here officially this morning both as a personal friend and 
as a very able Senator. 

Senator Thye has two brothers who are distinguished citizens of 
Oregon and a very wonderful sister who lives in Portland and he is a 
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rather frequent visitor to our great State. And I know he knows me 
well enough to know that there isn’t a syllable of flattery in my com- 
ment, when I now publicly thank the Senator from Minnesota for the 
many services that he has rendered the Oregon delegation in the years 
gone v in connection with Oregon problems. We have with us a 
great conservationist. We have with us a man who recognizes that 
when you develop a great resource in one part of the country, you 
help develop the economy of the country as a whole. 

And I also want to say that on this committee there is no partisan- 
ship. I have never known, since I have been on the Small Business 
Committee, a single bit of evidence of any partisanship, because to 
this able professional staff that we have, and I want the record to 
show, if they haven’t been introduced, Mr. Stults and Mr. Erickson. 
Mr. Stults is the committee’s staff director, and Mr. Erickson is our 
able tax counsel. I want to say that they have but one instruction 
from the committee. That instruction is, get the facts for us. Evalu- 
ate these facts, based upon your professional knowledge. Then make 
your recommendation to us. In executive session we will discuss 
them thoroughly and come forward with our recommendation. 

That has been the attitude of the Senator from Minnesota ever 
since he has been on the committee. It was the premise that he fol- 
lowed when he was chairman of the committee, and although he refers 
to himself as the ranking Republican member of the committee, let me 
tell you we don’t have any division at all as far as partisanship is con- 
cerned. Ed Thye, of Minnesota, is a great powerhouse in this commit- 
tee, and I am delighted to have him here with us this morning. 

Today’s hearings on the tax problems of American small business is 
the ninth in a series of 14 sessions which will carry the committee 
from Boston to Miami, from Minneapolis to Dallas, and from Portland 
to Los Angeles. We have come to you since we know full well how dif- 
ficult it is for the true representative, indepe ndent businessman to take 
the time and the money to come to Washington. We have scheduled 
the hearings geographically in such a way that we might receive a full 
and fair s sampling of American business thought. And I would di- 
gress to say that I have observed already that you could strike the 
name of any city on any transcript of record that we have made and 
substitute the name of any other city, and the story would be the same, 
because we're here talking today, may I say, about truly a national 
problem as far as the ills of small business are concerned. 

Five years ago this committee made a similar study after a series of 
hearings in 7 cities involving over 500 pages of testimony from 129 
witnesses. A report was filed with the Senate stating the unanimous 
findings and recommendations of the committee. Most of the recom- 
mendations made in that report were subsequently written into law for 
the benefit of the small-business community. 

At the Chicago hearing I made that report of the committee a part 
of that record. I want to say to the businessmen present, if you are 
interested in obtaining a copy of that report, a letter addressed to the 
committee in Washington, D. C., would bring it forth. 

It is obvious to us and to you, I’m sure, that the enactment of these 
proposals was not sufficient. Today all is not well with the small-busi- 
ness men of our country, and among the various ills which have been 
diagnosed by the economic physicians, none has been as virulent or as 
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crippling as that caused by the impact of the present Federal tax law. 
For about 10 of the past 15 years American small businesses have been 
trying to survive and expand under the handicap of emergency tax 
levies. Furthermore, in addition to the impact of the high rates them- 
selves, there are several features of the tax code which appear to me to 
bear particular weight on the smaller firms in our economy. 

We are here today for two reasons. First, we want to learn from 
you daily practitioners in the business world the extent to which pres- 
ent Federal tax laws and the administration of those laws impose upon 
small business an unfair burden. Second, we want to receive your 
recommendations on what we in Congress should do about this prob- 
lem, what priorities we should set up for enacting reforms, and what 
you think about the various proposals which have ¢ already been intro- 
duced in the Senate and in the House of Representatives. 

With the information and counsel we shall receive in Portland from 
small-business men and in the other cities where hearings are held, we 
expect to be able to make sound and constructive recommendations to 
the Senate early next year. And the counsel of the committee will 
make a careful analysis of the legal aspects of your proposals. The 
executive director of the committee, Mr. Stults, will submit to the com- 
mittee a final staff report which will be used as a basis for our discus- 
sion and deliberations. 

I personally hope and predict that we shall once again be able to 
unite unanimously on both our findings of fact and on our recom- 
mendations, because we shall have the consensus of opinion of the 
4 million small businesses in America in our efforts to alleviate this 
problem next yeat 

As in previous hearings, we shall hear from representatives of all 
types of small businesses. In addition we have scheduled lawyers 
and accountants with broad experience in the small-business area as 
well as academic witnesses to give us the benefit of their research. We 
shall hear as many of you as possible. 

But before hearing the first witness that I am now going to call 
upon, I want to assure all of you here today that all 13 members of 
the Small Business Committee will study carefully the testimony we 
receive here today, whether it be in written form or given orally. 
Senator Thye and I are merely the delegates of the committee to 
conduct this hearing. Furthermore, I can assure you that summaries 
of all this testimony will be transmitted to the tax-writing commit- 
tees of the Congress, the House Ways and Means Committee, and the 
Senate Finance Committee, and to the Department of the Treasury 
for their study and action. So please give us the facts and your 
counsel and we shall do our very best to alleviate some of the trouble 
plaguing small business today, to the extent that it can be alleviated 
by remedial legislation. 

Now I understand that the next witness will be Mr. DeShazor, Co- 
lumbia Basin Plastics Co., Portland, Oreg. Senator Thye, he was : 
small-business delegate to the recent White House Conference on 
Small Business. He has been very active in the small-business coun- 
cils of our State and I’m very pleased to present him to you as our 
next witness. Mr. DeShazor. 
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STATEMENT OF JAMES C. DeSHAZOR, PRESIDENT, COLUMBIA BASIN 
PLASTICS CO., PORTLAND, OREG. 


Mr. DeSuazor. I have four copies prepared. 

Senator Morse. Please be seated and proceed in your own way, Mr. 
DeShazor. 

Mr. DrSuazor. My name is James C. DeShazor and I am president 
of the Columbia Basin Plastics Co., manufacturing firm. In addi- 
tion I am 

Mr. Struts. Excuse me. What is the address of that firm, Mr. 
DeShazor ? 

Mr. DeSuazor. 1900 Southwest Harbor Drive, Portland, Oreg. 

Mr. Sruuts. Thank you. 

Mr. DrSuazor. I am also the appointed small-business representa- 
tive for the Democratic Party for the State of Oregon, and as the 
Senator mentioned I was invited to the recent conference called by 
President Eisenhower in Washington about a month ago. 

The papers that I have introduced here are just a highlight. I 
would like to amplify the items that are itemized there by number. 
I felt that a majority of the people testifying before this committee 
would cover most of the aspects on the tax problem and I feel that the 
tax problem is one of the major problems confronting small business, 
but there are other problems, too. And if I can throw a little light on 
some of these other problems, why, I might be able to touch some fields 
that are not otherwise going to be covered. 

One of the major problems 

Senator Morsg. It’s all right to do that, Mr. DeShazor, but do your 
best to relate them to the tax problem if you can because the primary 
purpose of 2 days of hearings is on taxes. Yesterday we had a hear- 
ing in regard to other small-business problems, and I shall be very 
glad to incorporate any statement that you want to make into yester- 
day’s record with respect to problems other than tax problems. Now 
I recognize that you can’t draw any ironclad, hard line of distinction 
between the two general fields, but we are particularly anxious to get 
your views on taxes. I recognize, however, that it moves into other 
fields as well, so proceed. 

Mr. DeSuazor. You don’t want any comments then today except 
on taxes? 

Senator Morsr. Oh, yes, yes, we want the comment, but I want you 
to keep in mind the fact that wherever you can relate it to—— 

Mr. DeSwazor. Oh; I see. 

Senator Morse (continuing). Taxes, it will be very helpful. 

Mr. DeSuazor. One of the major problems facing small business 
today is the problem of distribution. Asa manufacturer I am acutely 
aware of the problem that you have of getting your products on the 
market. Now it is my feeling that the Federal Government can do 
much to facilitate the distribution of products from small manufac- 
turers. And now that is tied to the tax picture in this way, that if 
you introduce a new product, it is the same proposition as if you were 
putting new equipment in your plant. In many cases it does require 
new equipment. And under today’s tax structure it is virtually im- 
possible to build a backlog of the funds necessary to launch a new 
product. And with the large companies dominating manufacturing 
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in this country to the extent that they are today, you have to come 
out with an advertising program, an extensive printing of various 
catalog sheets and other things like that on virtually any product 
that you come out with. As a result, I know of scores of small busi- 
nesses that have good products, inventive genius has shown its hand, 
and yet they cannot put them on the market, simply because the tax 
picture is such that they haven’t been able to pile up the reserves to 
put the products onto the market. 

Now, as a way of getting around that, I have felt for some time, 
and I’ve talked to various Members of Congress and other people in 
Washington, that means could be set up within the Federal Govern- 
ment to expedite—not have the Government do any distribution, but 
to expedite the distribution. Many small manufacturers buy prod- 
ucts that are made by huge companies today and process the products ; 
for instance, all of your aluminum fabricators will buy aluminum 
sheet or ingot or something like that and diecast it or produce a given 
product out of it. 

Many of these companies are leasing Government facilities, and 
the Government—the big companies, I mean—and the Government, 
through the Department of Commerce, would be in a position 
to strongly influence the larger companies to set up a distri- 
bution medium that would take the products of a whole myriad of 
small businesses and facilitate their distribution so that they can 
compete on a more equitable basis with the large companies that can 
turn out a product, and their position is completely different. 

If the product that they introduce should happen to fail, in most 
cases the Government is paying half of the tab on the loss of it, 
because they are in a 52-percent tax bracket, so any loss they would 
set up by introducing a new product, half of it comes out of the tax- 
payer’s hide. That is not true with small business. 

Senator Morse. Do you favor that, Mr. DeShazor?) Some amount 
a small business can deduct as far as its tax bill is concerned and the 
amount to be used for costs of distribution program ? 

Mr. DeSuazor. That would be one approach and, I think, it would 
meet with considerable favor among small business. Particularly the 
manufacturers that have the distribution problem facing them. Now, 
the next feature that—I don’t know whether this is too closely tied to 
taxes, but 

Senator Morse. Let’s hear it. 

Mr. DeSuazor. Small business is constantly faced with the prob- 
lem of having 1 plant, or maybe 1 plant and a small branch in a 
localized area. They are competing with large companies that have, 
maybe, a dozen plants scattered around the United States. A large 
plant can juggle their production from one plant to another, and it 
severely restricts the small manufacturer to the immediate area that 
he is in. There, the problem is considerably worsened by the trans- 
portation tax. We can ship our products by rail just so far. When 
you stick a tax on the transportation, particularly in the West where 
we are sitting up here in a corner, isolated from 90 percent of the 
population of the United States, the tax just makes a bad situation 
worse. An easing or elimination of the transportation tax would im 
oa broaden the market for Northwest manufacturers particu- 
arly. 
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Now the next problem—again, I don’t know how close it’s tied to 
taxes—but that’s the problem of the Patent Office. A small-business 
man today gets an idea, and he makes an application for a patent. 
Nine times out of ten it is from 2 to 4 years before that patent issues. 
The number of patents that I’ve ever seen issue in less than 2 years 
are very few and far between. Now, small business survives pri- 
marily because it’s faster on its feet and can do things that big busi- 
ness can’t do, in many instances. But yet we’re all up against the 
same slowdown effect in the Patent Office; and, if something could be 
done to fac ilitate the operations of the Patent Office so that a small- 
business man, in developing a product, could get his patent and _pro- 
ceed with some degree of assurance, it would. help tremendously in 
all of the manufacturing aspects of the small business. 

And, I might add, it would have a very broad effect, too, on the 
people that manufacturers deal with. There’s hardly a week goes 
by in our business but what we have somebody coming in with a new 
product or a new idea or something like that that they would like to 
have a manufacturer make for them, either on a custom basis or on 
a royalty basis, depending upon the nature of the product. But, 
when they find that they can’t get any protection for 2 years except 
just the words, “Patent applied for,” m: iny of those people back out of 
the deal and won’t go through with it, or it is shelved for 2 years, 
Well, that’s a loss to the Nation as well as a loss to the manufacturers 
and the consumers and everybody else. 

Now, on the tax structure, I feel that the $25,000 break is not realistic 
* all. A number of years ago, when that was set up, you could take 

25,000 and start a pretty respectable manufacturing operation. To- 
aay. if you’re going to start a manufacturing oper ration, $25,000 won’t 
even buy a 00d- sized lathe, much less all the other equipment that 
would go into a manufacturing plant. So, if the steps from the 25 
to the 52 percent was raised from $25,000 to about $2 $100,000 
as a bare minimum figure—that would throw a much more balanced 
picture on the thing in comparison to the original intent of the law. 

Senator Morse. For the record, you notice this is a common recom- 
mendation. It is very interesting that you make it. I’m glad you 
have. The figure has varied all the way from $50,000 in 1 case up 
toa million dollars, but I would guess that the average probably would 
be struck somewhere around $200,000 to $250,000, as you suggest. 

Mr. DeSuazor. That’s a fairly realistic figure for a manufacturing 
operation that would employ from—oh, say, 25 to 100 people. It 
wouldn’t be at all realistic for the Federal definition of 500 employees. 
The average employee today represents about $10,000 worth of in- 
vested capital, and, in order to have any continuity of operation to take 
care of sickness or anything else, you’ve just about got to have an 
operation employing a dozen or 1! 5 people as a bare minimum. 

Now, another fac tor that I want to bri ing up—and this is a different 
aspect of the tax picture—is the unfair competition that any small 
manufacturer is confronted with today in comparison to big manu- 
facturing businesses. A large manufacturer will set up a division or 
a separate corporation that he wholly owns. He will frequently pit 
that division or corporation against a small business. I know of nu- 
merous instances where a man would develop a new product, a new 
formula—I’ve seen it happen 2 or 3 times in the paint industry—and 
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then the big paint companies will take a loss division and put against 
him. They don’t give a darn whether they make any money out of 
the thing or not; they’ re going to drive him out of business, because 
he’s got a better product or he’s got a product some way or another 
that it is going to be difficult for them to compete with. Maybe he was 
fortunate in getting patent protection on it. So, they will take a loss 
division and pit it ‘against the small-business man, and it’s all buried 
in their combined balance sheet. 

So, in reality, the American taxpayer is picking up the tab for 5 
cents on the dollar for money that is used to break small rcs 
And there are all kinds of instances that can be brought to the atten- 
tion of the committee to substantiate those practices and facts. 

Senator Morse. At a later date, Mr. DeShazor, will you file with 
the committee a longer memorandum on that point ? 

Mr. DeSuazor. I definitely will. 

Senator Morse. Your documentation of it. Now, your sixth point. 

Mr. DeSuazor. Now, the No. 6 point is the small business—let’s 
face it; you don’t have access to operating capital. You go to the 
bank and the bank is on short-term notes for a given situation or on 
accounts receivable or something like that. They do as good a 
job as can be expected in an institution of that kind. The RF C, 
when it was in operation, did a good job of providing the necessary 
working capital for a lot of firms. I know, in my particular instance, 
if it hadn’t been for RFC, I doubt if we would have had a business 
there at several different times, from 1944 until 1950. 

But, under the present setup, the SBA has not done anything like 
the job that the RFC did. The primary reason, I think, 1s that it is 
questionable whether they were intended to do as effective a job as 
RFC. Secondly, the practice of having a financial institution take 
10, 20, or 30 percent of a loan is not realistic with business practices. 
You go to a banker on that kind of a proposition and he says, “Well, 
if it’s a good loan, I'll take it all. If it’s a poor loan, why should I 
take 10 or 15 or 20 percent ?” 

Senator Morsr. That’s an interesting comment, because Senator 
Thye is the author of the Small Business Administration law. He 
is a real watchdog of it and is interested in seeing to it that it is ad- 
ministered in accordance with the original intent of Congress. I’ve 
watched him in these hearings across the country, and he has made 
it clear that any abuses that develop i in it may be the subject of testi- 
mony in these hearings. He wants the information; he wants the 
documentation: he wants your help in finding out wherein the law 
may have its shortcomings, because I’m satisfied that, as the author 
of that bill, he intends to perfect it if it needs perfecting. 

Now, you’re not the first one who has raised this comment. And 
I speak most respectfully. My job is to get the information for the 
record. We're glad to have the comment. On the same point, Mr. 
DeShazor, at a later date I want you to file with the committee 
much more than you can here in the short time that has been allowed 
you this morning, a detailed statement as to your observations and 
experience with the working of SBA. We want you to tell us where 
you think it’s falling down, why you say that the bankers are ap- 
parently not giving ‘it the support that you think that they should 
on participation loans. 
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We had some evidence yesterday that in Oregon, for example, the 
percentage seems to be pretty small but we don’t know how many 
applications there have been. You can’t judge in percentages until 
you know the total number of applications. Please file with us if 
you will, at a later date, a detailed statement and documentation of 
your criticism of the SBA because it’s our job as a committee to 
police it, and I’m sure that Senator Thye will appreciate any help 
you can give him. 

Mr. DeSuazor. There was nothing personal meant in that criticism. 

Senator Morse. No. 

Senator Ture. Mr. Chairman, if I might at that point—because the 
testimony deals with that one specific question—do you find that the 
administrators of the Small Business Administration in this area 
always insist that the local bank participate? It need not be. They 
are at liberty to make a loan directly, but it has always been desired 
not to bypass the local bank if there is a possibility of cooperating 
with it, because it’s not to be competitive to the banking system of 
your land. It isto take up a loan and a loan application where there 
are certain factors in connection with the loan that would exclude the 
local banker, because of restrictions by State and Federal laws, from 
making a loan. I recognize that there would be a hazard in some of 
these loans that where you would want to stress more the character, 
the stress that the business establishment is under, that would make 
it desirable to save that business enterprise rather than to force it to 
the wall and to force it to liquidation. 

That was the intent I had when I introduced the bill which became 
the Small Business Act of 1953. If an administrator were to make 
it a practice to insist upon the bank participating in the loan, then 
that’s a little bit of a departure from the intent as I thought it to be 
when I introduced the bill. Therefore, if you have a comment as to 
the practice in this area, I'd appreciate it because it would be helpful 
to me. 

Mr. DeSwazor. I can substantiate that with statements from small- 
business men that I have been in contact with through my activities 
as State director of small business with the Democratic Party. I 
wouldn’t go so far as to say that the local office has not granted any 
loans that did not have the bank participation. 

Senator Tuyr. Yes. 

Mr. DeSuazor. But I have yet to find any examples of where bank 
participation has done anything to strengthen small business, and that 
is what the organization was set up to help. I’d like to point out one 
thing that is frequently mentioned in a comparison between SBA 
and RFC, and that is that the RFC when it was dissolved, proved to 
be a moneymaking organization for the Government. It did not lose 
any money and yet it did not require bank participation. In fact, the 
reverse was true. You had to have literally a signed statement from 
: banker that he would not take the loan before RFC would make a 
oan. 

Senator Ture. Well, that is primarily what the intent is in the small 
business loaning agency—that if the local bank is perfectly willing 
to grant the loan, then it’s a duplication and unfair competition for 
a Federal agency to step in and take the loan away from the local 
bank. But, there is, of course, always the border area, you don’t 
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know whether they are right or wrong. But the RFC was different. 
in nature when it came into being because that was an emergency 
requirement. 

But, that is yesterday. That act is off the books at the present time. 
And what we are trying. to do is perfect this agency that’s now in 
being to make it function in a manner as we had hoped for, and that is 
to aid a man who can’t get credit. And more especially the young 

eople. That’s what I had in mind because the Farmers’ Home Admin- 
istration took care of the young farm families and other agencies 
would meet certain requirements such as the Veterans’ Administration, 
but here we had a group of young businessmen on the main streets 
of your towns. They had proven themselves as worthy workers. 
They had the ability; they possessed everything that a man or a 
couple would need or should have to be a good ‘citizen and a good 
business manager, but they didn’t have the financial means to start 
with. And when they: went to the bank and presented themselves, 
the banker says, “You're a fine young man; you've got a wonderful 
wife; you possess good character; you’ve been a good employee; you 
have not accumulated anything : you have nothing to offer as capital.” 
And there the application for the loan ceased. And that’s w hat I had 
in mind when I introduced the bill, because I want the main streets, 
whether it’s Oregon or Minnesota, of your towns whether they be 100 
or a thousand or whatever population, to give that young couple the 
right to be an owner, a manager, and an “operator. And if you do 
that, you needn’t worry about the future of America or the future of 
the American citizen’s philosophy, because he is going to be just what 
your father or you were or what my parents were, trying to build a 
nation. And he willsafeguard his nation against any alien philosophy 
that might come into being. 

Now that’s what we must have in the Small Business Administra- 
tion. If it departs from that philosophy, I’m the first one to want 
to know about it, because we’re trying to perfect it to make it an 
agency that will serve the businessman’s needs where the bank cannot 
pick itup. I’m sorry to have made this lengthy statement. 

Senator Morse. I wanted Mr. DeShazor to hear it. 

Senator Ture. That was only an example of his statement, the 
effect, you see. 

Mr. DeSwazor. I want to point out, I had a call from a man who is 
in the fuel business. I have ae him for a number of years; he has 
a young son coming along in the business. He made an application 
to SBA early in May or June, because in the wintertime he has a 
tremendous need for capital requirements that he does not have in the 
summertime. He has to have capital to carry his business over. 

He applied for SBA. Four months later they turned him down. 
Now I can’t run a business like that and I don’t think a Federal 
agency 

“Senator Morse. That is exactly, Mr. DeShazor, the kind of state- 
ment that we want and if you will give it to us within the next few 
weeks, Senator Thye and I will assign it to Mr. Stults for inquiry and 
we'll trace it down. 

Mr. DeSwazor. Yes. 

Senator Morse. Now let’s turn to your tax proposals under seven, 
and I’m very glad you made some of them because I have already 
looked at your statement. Go ahead. 
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Mr. DeSuazor. Well, I would like to digress for just a minute on 
number six there and see if there wouldn’t be some way of the Small 
Business Committee facilitating the ability of small business to put 
a limited issue on the market. Today you can’t put a stock issue on 
any of the—under the counter or stock issues there for less than about 
a third of the underwriting cost on $200,000 as a minimum figure. 

Senator Morse. Twenty- five percent is the figure that has been 
testified to most of the time. 

Mr. DeSwHazor. Well, 25 to 35 percent, time you get through with 
the printing and other things it gets up closer to 30 or 35 percent. 
Now if we could set up some sort of a deal within the SEC where the 
local stock brokers who have access to a considerable amount of in- 
formation about a small business, could put a limited issue on the 
market in the area that that business operates, then I think that we 
have gone a long a toward solving a lot of our financial problems 
of small business. I don’t know just exactly how it can be done, but 
I have felt that if it was tackled by a competent committee, something 
should be able to be done. 

Senator Morse. Your suggestion is a common one before this com- 
mittee and we’re going to look into it. 

Mr. DeSuazor. There are some other suggestions along that line 
and that is for the attraction of equity capital to small business. Let’s 
face it—if you’re running a small business and you have—say you are 
incorporated and you want to go out and sell some stock in that busi- 
ness to take care of new business or expansion or new tooling for 
changing conditions, about the only way you can sell the stock in a 
small business is on a buddy-buddy basis; somebody that h: appens to 
know you for a long time and has faith in you. You can’t get it listed 
on a board or anything else. There is no tax advantage to an investor 
in investing in small business except that it might possibly have a little 
more of a growth factor than some of your shares of stock on the big 
board. 

Now if we had a graduated income tax on incomes from small- 
business stock, that would do a—that would be a tremendous spur to 
increasing the participation of investors in small business. If you 

take the dividends from cor porations with new income of $100,000 or 
less, tax that at 10 percent. That would be one suggestion. Or shares 
purchased in a corporation of $100,000 or less can be sold at a later 

date with a maximum capital gain of 10 percent, even if the corpora- 
tion should, say in a period of 2 2 years, exceed the $100,000 in capitali- 
zation there. At any rate the whole—there has to be an incentive set 
up somew here, and obv iously taxes are the only possible incentive, so 
that the people will invest in small business. 

Senator Morse. What is your position, Mr. DeShazor, on a tax 
benefit that would allow a small-business man to t: ake a certain amount 
of his income and reinvest it in his business, say 5, 10 percent, and be 
tax exempt on that reinvestment ? 

Mr. DeSuazor. Well, that’s true, that could be a big help. But 
what I’m more specifically referring to there is the attraction of capi- 
tal to the shares of small incorporated businesses, and if a preferential 
tax was set up there so that in businesses under a certain capitalization 
carried a lesser capital-gains rate or a lesser income-tax rate; that is 
true now on municipal ‘bonds and other securities of that type. If 
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that was done to small business, I think that alone would solve the 
problems of small business. 

Senator Morse. I will ask our counsel, Mr, Erickson, to take special 
note of those objections at this particul: hy point. He will give us a 
memorandum in due course on some of the legal problems that I think 
are raised by Mr. DeShazor’s recommendation. I don’t think they 
are beyond solution, but I think we ought at least be informed as to 
the legal problems. 

Now I haven’t heard you say anything—I see nothing in the state- 
ment that I glanced over—about the problem of the small-business 
man who is operating a family firm or is a self-employed small-busi- 
ness man being allowed tax benefits that will permit him to set up a 
retirement system for himself. 

Mr. DeSnuazor. I haven’t touched on that because I’m not an 
accountant and I felt that other witnesses have covered that phase 
of it. It is a problem that is widely discussed among small business 
as a means of holding key employees, and I certainly agree with the 
witnesss or two that preceded me here that we do have a problem. 
Your employees today are much more cognizant of long-range 
security. 

It’s nothing at all to have a kid 25 or even less approach you and 
say, “What’s your retirement plan at 65?” 

Senator Morse. I’m talking not only about that, but I’m talking 
about your own retirement plan as a small-business man, where you 
get no benefit at the present time under the tax laws but your salaried 
employees do. 

Mr. DeSuazor. That’s right. 

Senator Morse. Do you oppose such a retirement plan ? 

Mr. DeSuazor. Oh, definitely I do not oppose it, but I don’t feel 
qualified to speak on it with all of the intricate problems involved 
there, but I do know that it is a major problem with all small-business 
men. Let’s fact it, most small businesses are one-man shows or 
one man and a helper or something like that. He does have a serious 
problem. 

Senator Morset. Your last point is high-interest rates. Let’s hear 
you on that. 

Mr. DrSuazor. Well, on high-interest rates, big business is the 
beneficiary and small business is the victim. And that’s it, period. 
Everytime you raise the interest rate on money necessary to operate 
a business, small business has to pay a premium anyway. We can’t 
start to get financing at the rate that big business can get it. 

Senator Morse. Is it your testimony that the difficuly in getting 
credit in the State of Oregon today is one of the big problems “faci ing 
the small-business man ? 

Mr. DrStrazor. I have been in business in this State, operating two 
different types of businesses in this State, since 1935 and I have never 
seen a time when it is more difficult to get operating funds, even with 
signed contracts and much better situation than we could ever get in 
the thirties. And the high rates of interest are particularly hurting 
small business in this area. 

Senator Morsr. I think that covers your statement. Has Sen- 
ator Thye any questions ? 
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Senator Ture. The only question would be, what do you fabricate 
as a synthetic, or a plastic, I should have stated. What are your 
raw bases that you use ? 

Mr. DrSuazor. The plastic business operates with about 35 major 
divisions of chemical products that it processes into finished form 
through the process of molding or extrusion or pressing or punching 
or various aspects like that. Our own company up there, we process 
about 10 of the major different types of plastics. We deal with 
around 7,000 different formulations of plastics for different opera- 
tions. 

Senator Torr. Well, your raw materials that go into them are 
supplied by what ? 

Mr. DeSuazor. The raw material is supplied wholly by large com- 
panies that are in the top hundred of the largest companies in the 
Einited States. 

Senator Ture. Is it a petroleum base or is it coal base or what? 

Mr. DeSuazor. Well, when you say plastic, you can just about take 
anything in the book today and it’s a base of plastic. Some of our 
plastics are of a hydrocarbon base, others are of the cellulosic base, 
there are a few plastics not in wide use that are of a soybean base, and 
others that are the product of gas extraction. So that there is no 
common base for any of the synthetic products today. 

Senator Tuyr. Thank you. 

Mr. DeSuazor. They are made from a multiplicity of raw mate- 
rials, and some of them are materials that would otherwise go to 
waste. 

Senator Morse. Senator Thye and I have talked about it between 
ourselves, off and on, on this trip. I think a great deal of research 
needs to be done in using agricultural products, to the end that we 
develop commercial products out of them instead of food. 

Mr. DeSuazor. If you improve the tax situation—and I can state 
authoritatively for 3,000 plastic fabricators in the United States. 
I’ve been to enough conventions so that I think I know their feeling 
on it. If you change the tax base so that an industry can hang onto 
a little bit of money and can develop new processes, new products, 
new techniques, then you have gone a long ways toward using some 
of your agricultural wastes. That’s right. 

Senator Morse. That’s right. 

Mr. DeSuazor. Those fields could be broadened and broadened 
considerably. 

Senator Tuyr. You were in the plastics and that is what led me to 
ask what was your raw base there. I just wanted the record to 
reflect it because if you process a known earth mineral or petroleum 
or any of that supply that is just captured in some area of the earth, 
it can be depleted. But your production from the earth, such as 
timber, crops, or whatever it might be, with good husbandry and 
good care can continue indefinitely. And that’s the question we 
need to concern ourselves with, as to whether we do research and 
broaden ourselves into making use of that which is an annual crop 
and which will not be depleted by constant use, such as your petro- 
leum and your coal deposits, as well as your mineral deposits. 
That’s what led me to ask you the question, because you are, without 
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question, a very broad, intelligent processor and businessman and I 
was just trying to get your mind searching that field. 

Senator Morse. Senator Thye has pointed out on other occasions 
we spent a lot of money in research to produce agricultural products, 
and I’m all for it. We should do so, because the time will come 
when our pebnisede is going to need it. But, also, we ought to 
encourage business to do the research for the use of agricultural 
products for purposes other than just food and clothing. We can 
use agricultural products for such other purposes if, as you say, 


businessmen are encouraged taxwise to develop some of these products 
that can be used in your industry. 

You’ve been a good witness and I’m now going to put your full 
statement into the record. Be sure to supply us with the memoranda 
that we have requested. 

(The document referred to follows :) 


NOVEMBER 15, 1957. 

Mr. James C. DeShazor, Jr., today issued the following statement of poten- 
tial aids to small business that could be implemented by the Federal Govern- 
ment: 

1. One of the major problems facing small business is facilitating the dis- 
tribution of products of a small manufacturing plant to national markets. 
The Department of Commerce could take steps to establish organizations that 
would take products from small manufacturers and offer them for national 
distribution. Many small manufacturers are unable to establish a line and 
their own distribution facilities because of the terriffic costs involved in today’s 
markets. A distributive organization operating with a whole series of manu- 
facturers could be set up to solve many of these problems. The Government, 
through the Department of Commerce, could take positive steps to expedite 
such an organization. 

2. Small business usually operates one plant and is faced with ever-increas- 
ing costs to market their products. They do not have the ability to juggle 
production into various plants centered around the country, and, as a result, 
the taxes applied against transportation operate in the long run to the advan- 
tage of big business and to the disadvantage of small business. The adminis- 
tration could do much to eliminate this inequality. 

3. Much can be done by the administration to facilitate the terriffic bottle- 
neck in the Patent Office. About the only protection that a small manufac- 
turer has today is to develop a patented product. With the Patent Office 
running 2 to 8 years behind, it imposes a hardship on small business that often 
means bankruptcy. Large companies with innumerable products on the market 
can weather the delay, but small business does not have the resources to do so. 
Secondly, the cost of patents and prosecution to avoid infringement or defense 
of patents can be reduced to aid small business. 

4, The tax structure for small business, if small business is to survive, must be 
adjusted to present-day conditions. The $25,000 break from 25 to 52 percent has 
no basis in realism whatsoever in today’s economy; $100,000 for the jump would 
be a minimum, and $200,000 would reflect a statesmanlike approach to present- 
day problems of small business. 

5. Investigation should be made of the current practice of the majority of 
large companies of running combined balance sheet and profit-and-loss state- 
ments. This practice, which has been encouraged by this administration, virtu- 
ally puts the power of life and death for small business in the hands of large 
companies. Virtually no small manufacturer in the United States today, unless 
he is fortunate enough to have ironclad patent protection, can escape finding 
himself confronted by a loss division of a large company producing a competing 
or identical product to his. The losses incurred by big business are buried in the 
balance sheet and combined operating statements on which they base their 
public reports. In effect, the Federal corporate tax is subsidizing the destruction 
of small business. If each large business that started to compete with the prod- 
ucts of small business had to operate in the public light and could not use high 
profits of one division to subsidize the destruction of small business in another 
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field, it would put competition on a more nearly equitable basis and would do 
much to strengthen small business throughout the entire country. 

6. Small business has to have access to operating capital. The former Re- 
eonstruction Finance Corporation fulfilled this function. The present Small 
Business Administration has been largely impotent in the field of aiding small 
business. Many small-business men feel that the Federal Government, operating 
through the Securities and Exchange Commission, could modify or change their 
rules regarding stock issues. to make it possible for a small company to put a lim- 
ited issue on the market and obtain sound financing. At the present time, small 
business can only sell their stock on a buddy-buddy basis, through friends and 
business acquaintances. If a small organization could handle issues of $20,000 
and up at a reasonable cost, this would have a profound effect on increasing the 
soundness of this large part of the business economy. 

7. Suggestions for attracting equity capital to small business : 

A. Have a graduated income tax on net income for small business instead of 
jumping into the 52-percent bracket at $25,000. Scale the tax upward so that 
the 52-percent rate would be reached at $100,000. 

B. Dividends from corporations with new income of $100,000 or less should be 
taxed to the stockholder at 10-percent rate. 

C. Shares purchased in a corporation of capitalization of $100,000 or less can 
be sold at a later date with a maximum capital gains tax of 10 percent, even 
though the capitalization at the time of the sale is in excess of $100,000. 

8. High rates of interest are particularly difficult for small business, which is 
dependent on long-term financing for its needs. Big business has its own sources 
of capital, but small firms must depend upon banks and loan companies. These, 
in turn, are now charging rates of interest which make it prohibitive for small 
industries and businesses to expand. Big business may be a beneficiary of high 
rates of interest, but small business is among its victims. 

(The additional documents referred to, entitled: (1) “Information 
on the Unfair Competition That Any Small Manufacturer Is Con- 
fronted With.” and (2) “Detailed Statement on Observations and 
Experience With the Working of the SBA,” were not received at 
time of printing. When received, they will be made a part of the 
committee files. ) 

Senator Morse. Mr. DeShazor made reference in his testimony to 
the transportation tax problem. We have a statement here this 
morning from Mr. K. C. Batchelder who is the traffic manager of 
the West Coast Lumbermen’s Association, in which he sets forth the 
reasons as to why the 3 percent Federal freight tax on transporta- 
tion works to the competitive disadvantage of the Pacific Northwest 
and for the lumber industry. I’m going to put the full statement 
into the record at this point. He could not be here. I want to say 
for the record, I completely agree with the point of view expressed 
by Mr. Batchelder and shall continue in the Senate to do what I can 
to secure that majority vote necessary to get rid of that tax. 

(The document referred to follows :) 


STATEMENT OF K. C. BATCHELDER, TRAFFIC MANAGER, WEST CoAST LUMBERMEN’S 
ASSOCIATION, PORTLAND, OREG., SUBMITTED TO THE SENATE COMMITTEE ON 
SMALL BUSINESS 

THREE PERCENT TRANSPORTATION TAX 


My name is K. C. Batchelder. I am traffic manager of West Coast Lum- 
berman’s Association, which position I have occupied for the past 20 years. 

The West Coast Lumbermen’s Association is an organization of some 200 
manufacturers of lumber and forest products whose plants are located at nu- 
merous places in the Douglas-fir region of Oregon and Washington, being west of 
the Cascade Mountains, and in northern California. The members are com- 
prised of so-called small, medium, and large mills. The species manufactured 
are fir, hemlock, cedar, and spruce. 

The forest products industry is of extreme economic importance to the 

acific Northwest. Forest industries in the State of Oregon employ directly 


Ais the set, 


a> 2 Seiten be fed eed 


do 


te- 
all 
all 


ng 
air 
m- 
all 
nd 
00 
he 


of 
at 


be 


an 
en 

is 
eS 
se, 
ull 
oh 
mn 


n- 


id 


he 


to 
‘is 
of 
he 
a- 


nt 
Ly 
»d 


in 


An 


TAX PROBLEMS OF SMALL BUSINESS 967 


around 90,000 workers and produce goods worth about $1 billion a year. More 
than 45 percent of Oregon’s total manufacturing payroll comes from the forest 
industries. About 60 cents of every dollar of income in Oregon comes from the 
woods. 

The situation that exists in Oregon in relation to the forest products in- 
dustry also is true to a slightly lesser degree of Washington and northern 
California. 

The 3 percent Federal freight tax on transportation works to a competitive 
disadvantage of west coast lumber producers in several ways. 

Over 70 percent of the lumber produced in this territory moves to competitive 
markets east of the Rocky Mountains. West coast lumber is in keen competi- 
tion in this consuming area with lumber producers in the Southern Pine region. 
The southern pine producing area enjoys the advantage of being located much 
closer to the major consuming markets than the west coast mills with resultant 
lower freight rates. 

For example, using Hattiesburg, Miss., as a representative point for southern 
production and Portland, Oreg., as representative for the West, the distance 
from Hattiesburg to Chicago is approximately 800 miles and the distance from 
Portland is approximately 2,200 miles to Chicago. The freight rate from Port- 
land to Chicago on a typical item, 2 by 4 green S458, is $34.84 per thousand 
feet. From Hattiesburg the freight amounts to $22 per thousand feet on com- 
parable item. The tax applying on the Portland rate is $1.03 per thousand 
feet while on the Hattiesburg rate it is 66 cents. This means an additional 37 
cents per thousand feet on the shipment from the west coast compared with 
the shipment from the competing southern pine region. 

As freight rates go up the tax, which is levied on a percentage basis, increases 
also. On June 30, 1946, the rate on lumber from Portland to Chicago was 751% 
cents per hundred pounds which amounted to $18.88 per thousand feet on 2 by 4 
green S4S. Today the rate is 137% cents or $34.34 per thousand feet. The 
tax on $18.88 amounted to 57 cents while the tax amounts to $1.03 per thou- 
sand feet or an increase of 46 cents per thousand feet. In assessing this addi- 
tional tax no consideration has been given to the effect on competitive factors or 
on the “ability to pay” principle. On today’s keen competitive market 50 cents 
per thousand feet often means the difference between a sale and no sale. 

Lumber produced on the west coast is also locked in a competitive struggle 
in the major United States consuming markets with lumber produced in British 
Columbia. Lumber moving from Canada into the United States pays trans- 
portation tax only on that portion of the transportation within the United States. 
On a shipment to New England it is possible to move via rail within Canada as 
far as the border in New England which leaves a very short haul for the Ameri- 
can lines subject to that tax. This also has the effect of depriving United 
States lines of their long haul which otherwise would probably be specified by 
the customer. 

If freight charges are prepaid in Canada no transportation tax applies to 
the shipment. 

On lumber moving by water to the United States Atlantic coast the rate 
applicable from Portland is $36 per thousand feet. The tax on this amounts to 
$1.08 per thousand. On shipments from Vancouver, B. C., again no tax applies 
which means that the United States mill has to absorb the $1.08 per thousand 
feet tax. 

We strongly urge the early repeal of this highly discriminatory tax. 


Senator Morse. Our next witness will be Mr. Paige Newton, presi- 
dent of the Mitchell, Lewis & Staver Co., Portland. Please come for- 
ward, Mr. Newton, and testify in your own way. 


STATEMENT OF PAIGE NEWTON, PRESIDENT, MITCHELL, LEWIS 
& STAVER, PORTLAND, OREG. 


Mr. Newton. Senators, gentlemen. 

Senator Morse. Glad to have you, Mr. Newton. 

Mr. Newton. I suggested when I got into this that the testi- 
mony 

Senator Morse. Be seated, please. 
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Mr. Newton. Thank you—would be 10 minutes and consequently 
I prepared my testimony on the basis of 10 minutes. Had I been 
cognizant of the fact that you gentlemen would be so generous with 
the time, I probably could have expanded it, but 

Senator Morse. If you will be with us tonight about 7 o’clock, you 
will probably see why we shouldn't have been so generous. 
[ Laughter. ] Nevertheless, this is our chance to learn and we’re glad 
to attend the seminar. 

Mr. Newton. So consequently I prepared my statement on the basis 
more or less, of a few items, knowing that I couldn’t cover too much in 
10 minutes, because the problems, I think, of most general small- 
business men, you could talk for hours on those. 

Senator Morse. Please understand that you can supplement it and 
file an additional statement. 

Mr. Newton. Thank you. I prepared a statement that I would 
read, and it is done in an introduction form and about 4 or 5 basic 
sections and then a summary because I felt that would be, maybe, a 
little easier to keep track of, inasmuch as it was going to have to be 
condensed. And I am staying away from details. 

My name is Paige Newton. I am president of Mitchell, Lewis & 
Staver, an Oregon corporation. Our company is a wholesaler of farm 
equipment and water systems sold at wholesale for resale through 
farm-equipment dealers to the farmers. We maintain warehouses, 
inventories, repairs, and service at Portland, Oreg.; Spokane, Wash. ; 
and Caldwell, Idaho. ; servicing the farm- equipment trade in the entire 
States of Oregon, Washington, Idaho, and the western tier of counties 
in Montana. 

As a wholesale distributor, we are in direct competition with all 
of the large farm-machinery manufacturers of the United States, who 
all maintain branch-house operations in our trade territory mentioned 
above. Our supplies and equipment are all purchased from small or 
so-called short-line manufacturers, these factories being scattered 
throughout the East, the Middle West, and West. These smaller 
manufacturers from whom we buy depend on us to market their 
products in our territory, as they are not either large enough, or do 
not have the desire to establish their own direct sales outlets. 

Because practically all of our sales are confined to equipment which 
is used on the farm, our operation is basically one of service. This 
service function is projected on down to, and through our immediate 
customers, the farm-equipment dealers of the Pacific Northwest. 

Because over 90 percent of this equipment has many moving parts 
and is subjected to hard use in all kinds of weather, varying types of 
soils and dust conditions, we and the dealers are required to carry ade- 
quate niventories of repair parts and furnish a complete farmer serv- 
ice both on the farms as well as through the dealers shops. This serv- 
ice is costly but must be maintained to assure our farmers tools that 
will operate properly. 

We wholesalers and dealers alike have witnessed a steady decline in 
profits due in a large part to ever-increasing operating costs. One 
Important cost increase is the problem of trying to maintain or in- 
crease the unit count, or total inventory by units, as against a few 
years ago. To maintain the same number of units today requires a 
much heavier investment, yet under the present tax laws, we cannot 
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retain enough profit per year to offset additional increases necessary 
in our working capital. 

Subject 1 is position of small-business executives. Please consider 
seriously for a moment the actual operating position in which a 
small-business man finds himself. I have particular reference to the 
many implement dealers in the Northwest with whom we frequently 
come in contact. The same situation no doubt is true as to all small 
business throughout the entire United States. The small-business 
man does not have the funds to spend for expensive outside experts. 
He is faced with the problem of trying to keep up on all of the com- 
plicated Federal and other tax laws and regulations. He must be his 
own attorney to a degree; he also must understand accounting, and 
wrestle with the problems of liability, fire, and life insurance. He is 
generally faced with all of these specialized studies which large cor- 
porations have done for them by their own staffs or obtain from out- 
side sources. 

This actually makes the small business operator a Jack-of-all-trades. 
Consequently everything in the way of simplified tax returns and re- 
ports would be of great advantage to him. In most cases, I believe 
that the Federal laws governing smal] business are beyond the average 
small-business man to absorb or understand and he is in no position to 
keep up to date on them. Consequently it would be of tremendous 
help to the small-business man if some simplified package of Federal 
taxes could be given the small-business man and in such form as he 
could understand and with which he might keep abreast. 

Senator Morse. May I interrupt just a moment at this point ? 

Mr. Newron. Yes. 

Senator Morse. I am very much concerned about that testimony. 
We hear it too frequently to ignore it. And Senator Thye will re- 
member that in Minneapolis the other day one of the businessmen 
said, “Do you know how long it takes us around the first part of each 
year to fill out all of these forms and meet all of the requirements of 
the Internal Revenue Code? My firm is just a small firm and it takes 
one man at least a month.” “But,” he said, “we’re allowed no deduc- 
tion to take care of that additional expense.” In a very real sense 
you're working for the Government. 

And he proposed—and I thought it was rather a novel proposal, 
and I’m only curbstoning on it now—that on allowance, I think his 
figure, Senator Thye, was $300, he said, “I think I ought to be allowed 
an allowance of $300 if the Government is going to require this labor 
from me.” 

Oh, you can get into an argument as to what—about the mutuality 
of responsibilities between the taxpayer and the Government and all 
that, but the fact still remains that philosophical discussion isn’t going 
to help his pocket. 

Senator Ture. Yes. 

Senator Morse. And he’s being taken away from his business all 
that time during that month. It isalosstohim. Do you think there 
is some merit in his proposal ? 

Mr. Newton. Oh, I would think so. If I may be permitted to 
interject a thought here, this same thing somes up and the same 
problem arises with the problem we're having now of the enforcement 
of expense accounts on Federal returns. You know and everybody 
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knows that when you have to take your Federal return as a corpora- 
tion or a business and account either through your corporate office 
or through the employee as an individual of the money that he spent 
each year for his expense account, that it’s going to mean a terriffic 
amount of bookkeeping and a problem for business as a whole, 

Senator Tuyr. Mr. Newton—if you don’t mind the interruption, 
Mr. Chairman—that of course has been modified and somewhat clari- 
fied by statements from the administration that there is no grand or 
rast change in the method of reporting and what information they 
must submit. 

Mr. Newron. Yes. 

Senator Torr. Because when that notice first appeared in the press, 
I'll be perfectly frank with you, I called the White House staff and I 
asked them some very pointed questions and I said, “I fuss and worry 
enough about my own report and I know the other man is going to 
worry just as much as I do. And if you’re going to add additional 
worries to the taxpayer when he is preparing these reports, why. 
you’re just going to make it exceedingly difficult.” And I must not 
have been alone in that kind of a call to the White House because there 
have been clarifying statements that I know you have read and others 
have read, and the intention is that there is no departure from the 
past method of reporting. But I share, as Senator Morse has stated— 
that there is an enormous amount of detail work on the part of the 
individual taxpayer, and Senator Morse mentioned the small firm 
that doesn’t have the means of an accountant and that type of tax- 
reporting service. He is endeavoring to economize by doing it him- 
self and he is faced with a tremendous amount of work and there 
ought to be a way of simplifying the thing, and still get an honest 
return. 

Mr. Newron.: His time is covered so thin and he has to be fairly 
versed on so many different subjects that it’s just a problem. So any 
simplification would be fine. 

Subject No. 2, Federal taxpayments dates. Our business, like many 
others, is seasonal. We are required to pay one-half of our Federal 
corporation income tax within 75 days after the close of our fiscal 
year, which in our case is January 15, and the final one-half within 
514 months after the end of our fiscal year, in our case by April 15. 
This schedule of payments works an unnecessary burden on us, as 
our taxes must be paid in the spring of the year when we are having 
our peak season. At that time of year our inventories and accounts 
payable are at their seasonal peak, and we therefore have the greatest 
demand for money. 

This would be true for many corporate businesses operating on a 
calendar-year basis, in which case the taxes would have to be paid 
one-half by at least March 15 and one-half by at least June 15. 

I believe that many small-business men, doing business under a 
corporate form, would be greatly benefited if they were permitted 
to pay their Federal income taxes monthly, or at least in several 
smaller payments spread out over a longer period of time than the 
present law permits. 

Subject three, minimum profit before taxes. During recent years 
the profit picture has been very thin in our industry. This brings 
to light the suggestion that we and our dealers, as well as all types 
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of small business, should be permitted to retain a certain amount of 
profits each year regardless of taxes. In view of the importance 
of all small-business men to the economy of our country, shouldn’t we 
be permitted to retain before taxes at least a fair minimum return 
on our invested dollar? In this way more stability would result 
and the planning for the future by small-business men could be 
with more confidence and therefore more constructive. 

Another suggestion which would accomplish the same basic result 
would be some type of specific exemption of a fair minimum profit 
before taxes. 

Four, the availability of money. Some consideration should be 
given the problems of small business in going into the commercial 
markets and obtaining operating funds for specific purposes. As 
mentioned above, infl: ationary trends are demanding much more 
working capital. This not only includes higher dollar inventory per 
unit, but also labor costs and overall operating expenses. High on the 
list of these increased costs are the ever-increasing interest rates 
on borrowed money. All of this increase in cost of operation with 
its resulting decrease in profits makes small business very hazardous. 
This is certainly a bad general situation for our future economy of 
the Nation. 

Subject No. 5, additional incentive. Something must be done to in- 
crease and maintain the sma!]-business man’s interest in his operations. 
We all hear entirely too much conversation by small-business men to 
the effect that they do not intend to saddle their heirs with their par- 
ticular business because of the ever-increasing « ‘omplications being ex- 
perienced compared to the time they made their or iginal investments. 
This is a very dangerous type of thinking, but seems to be quite 
prevalent. It is certainly unfortunate that so many men should be 
thinking of liquidating, which is not their real wish or desire. Liqui- 
dation obviously deprives our country of the benefits of a business. 

It seems to me along this line it also would be wise for our Govern- 
ment to consider some means or incentive to keep small-business opera- 
tors from closing their business when they reach the social-security 
age. Here again, one often hears the remarks that they are just not 
going to fight it through any longer. 

This, I believe, is one of the very worst situations we have, because 
here we find an individual who should undoubtedly continue his opera- 
tion and contribute to the Nation’s welfare—instead he disposes of 
it and become a drain on our social-security funds. I think that the 
oppressive impact of our present tax structure has much to do with 
this discouraging attitude of many of our small-business men. 

I have read that small-business failures in Oregon increased more 
than 100 percent in the first half of 1957 over the same period a year 
ago, 

Subject No. 6, estate taxes. Inasmuch as the investments of small- 
business operators are not at all fluid, some consideration should be 
given to offset the very unsatisfactory and disastrous present Federal 
estate taxes. Everyone knows that inheritance taxes ruin the estates 
which many men felt were adequate protection for their families and 
heirs, only to find that the business or other assets must be liquidated 
at’ a quick sale price in order to satisfy the Federal Government’s 
deadline of 15 months. 
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Senator Ture. Do you mind an interruption at that point, Mr. 
Chairman ? 

Senator Morse. No. 

Senator Tuyr. There are bills that propose to make this possible to 
be paid over a period of several years. You’re so entirely right 
that unless you perfect a way, you're just going to destroy one after 
another good businesses that ‘should continue but they cannot because 
the question of the inheritance tax—— 

Mr. Newron. It just forces liquidation. 

Senator Tuyr. Absolutely. And 1 or 2 of the children may desire 
to buy out the others but by the time they have been forced to pay the 
inheritance tax and then endeavor to finance the purchasing of the 
other heirs, they are just absolutely stripped of finances, and if they 
were to continue, they are doomed to failure for the reason of lack of 
funds. 

Mr, Newton. The Honorable Thomas B. Curtis, of Missouri, has 
suggested through his bill a 10-year period of payment, and that is 
probably what you were referring to there. 

Senator Ture. Well, there are several bills. 

Mr. Newron. Several bills. 

Sen: = Tuye. I started a bill myself. 

Mr. Newton. This certainly would be of great assistance. The pur- 
chasing ¢ of non-interest-bear ing anticipation certificates, which would 

not be a part of the taxable estate, as sugested by Mr. Cc urtis, might 
be a solution for some. However, the prospect of tying up cash re- 
serves for many years, with no return, would be disc ouraging to many 
small-business men. 

I would like to recommend that either we small-business men be 
permitted to accumulate enough profits to offset these estate taxes or 
the estate tax should be cut to a reasonable amount. 

Summary : Please let it be understood that this testimony is attempt- 
ing to point out the position of small business, and in no way is critical 
of so-called big business. 

The only bill with which I have come in contact which definitely is 
an attempt to aid small business is the bill by Hon. Thomas B. Curtis, 
of Missouri. This bill is not a cure-all but cert: uinly is a step in the 
right direction and on this basis should be supported. 

‘We of small business are not looking for or asking for any hand- 
outs. I believe I can talk for all implement dealers and all other 
small business concerns in the northwest when I say that all we want 
is the privilege of individually operating our businesses profitably, 
which we can do if some relief from overly restrictive Federal tax 
burdens are adjusted to a fair and equitable basis. 

Senator Morse. That is an excellent statement. Senator Thye. 

Senator Ture. I concur. 

Mr. Newron. Youhave mycopiesthere. Thank you. 

Senator Tuy. Fine statement, Mr. Chairman; it’s a very good 
statement. 

Senator Morse. I would like to call your attention just briefly to 
point No. 3, minimum profit before taxes. Do you have any objection 
to a bill that would permit you small-business men to plow back into 
your business for capital investment purposes a certain percentage, 
and that to be tax-exempt, because of the problem that you have in 
getting loans and the problem that you have in getting credit ? 


= 
< 
~ 


i 
~ 
= 


| 
oe 





to 
ht 
er 
se 


he 
he 
ey 


of 


'r- 
Id 
ht 
"e- 


ny 


P in 


——t ee 
+ 
@ 


\d- 
1er 
int 
ly, 
ax 


od 


to 
ion 
ito 
ge, 
in 


ae 


TAX PROBLEMS OF SMALL BUSINESS 973 


Mr. Newton. No. I think that would be helpful, certainly. How- 
ever, if it had to be retained for an expansion benefit only, then it 
would handicap you, because each year you just can’t expand. Ex- 
pansion comes in periods, so that if you were permitted to retain cer- 
tain money, tax exempt, then I think you should be permitted to 
accumulate for a specific purpose at a specific time. Because you 
can’t—it wouldn’t be right to say that if you save it, you must spend 
it that year. 

Senator Morsr. Of course, we don’t want to make a technical dis- 
cussion of it, but when we speak about investment capital, it doesn’t 
necessarily mean that every dollar has to go into plant expansion. 

Mr. Newton. No. If it didn’t have to go for expansion, it would 
be wonderful. 

Senator Morsr. Mr. Stults, any questions ? 

Mr. Srutrs. No questions. 

Senator Morse. Mr. Erickson ? 

Mr. Erickson. No question. 

Senator Morse. Thank you very much, Mr. Newton. 

Mr. Newton. Thank you. 

Senator Morse. Our next witness will be Mr. W. P. Sherman, of 
Portland Willamette Co., Portland, Oreg. We're very glad to have 
you with us. 


STATEMENT OF W. P. SHERMAN, PORTLAND WILLAMETTE CO., 
PORTLAND, OREG. 


Mr. SuermMan. Gentlemen, this written statement that I got into 
proved to be quite lengthy. The salient points in it are the impor- 
tant points to me and for these purposes I’m going to try to confine 
it to 1 or 2 items. 

Senator Morse. Then the record will show that the entire state- 
ment of Mr. Sherman will be incorporated into the record at this 
point, and then you can discuss it in a summary fashion. I want 
to say that I am very much interested in this statement. I haven't 
had a chance to read it yet, but the staff already says, “This is great. 
(Good testimony.” 

Mr. SuermMan. Thank you. 

Senator Morse. So, I am anxious to hear it. 

Mr. Suerman. It contains a lot of hard work by many people, 
some of them are here, and it’s so noted in the record. 

(The document referred to follows :) 


STATEMENT SUBMITTED TO THE SENATE SELECT COMMITTEE ON SMALL BUSINESS 
AT PORTLAND, OREG., ON NOVEMBER 15 By W. P. SHERMAN, OF PORTLAND 
WILLAMETTE Co. 


In order to obtain proper perspective for the expression of a viewpoint on 
the current impact of Federal taxes on small business, it first seemed neces- 
sary to examine the taxes themselves, and the reasons why the current high 
rate of taxes is necessary. 

Obviously, the reason we need taxes is to pay for the Federal budget. If 
we have enough taxes to cover the operating budget and to make a fair reduc- 
tion in old debts, the taxes can be lowered. If we do not have an operating 
surplus under the present budget, then consideration must be given to a 
careful examination of the budget in the hope that economies may produce a 
surplus and hence a tax cut. 
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It appears that the portion of the budget covering the actual operation of 
the Federal Government is comparatively modest. The possibility exists that 
some reduction could be achieved, but the task would be a slow, painstaking 
effort. It would not provide quick or sizable reductions in the budget. 

The great bulk of our current Federal budget is devoted to our defense 
program. In view of the current international situation, we can only accept 
the premise that it would be better not to attempt any drastic economies in 
the defense portion of the budget at the present time. 

If the present Federal budget cannot be reduced, then taxes cannot be cut, 
and a careful examination of the prolonged effect of high taxes upon business 
must be made. Such a study must be made, lest substantial damage occur 
to any portion of our economy. No one portion of our economy stands alone, 
Major leagues of business, in order to be healthy, require good minor leagues 
of business. Good minor leagues of business require well-organized leagues 
at the next step down, and so on. 

Current high rates of taxation, over a long period of time, have caused a 
dearth of long-term growth capital in small-business operations. Larger 
business and older businesses have been able to raise such capital as has been 
required for growth by stock issues, or comparable activities. Small business 
does not normally have access to such methods of financing. In the past, 
most growth capital was obtained from savings from profits. The recent high 
rates of taxation have not left enough savings to permit normal expansion. 
This has been especially true of new small businesses. 

We are dependent, in our capitalistic economy, upon the profit incentive. In 
years gone by, it took a double form. A businessman derived profits from his 
operations. He then invested these profits in an attempt to achieve capital 
growth. Since the high taxes have taken the great bulk of business profits, it 
has also taken away the expectation of capital growth. 

Due to the abnormally high economic rate of actiivty for the last 12 years, 
business has suffered along under this yoke, and has even made considerable 
progress. All general indications now are that the bloom is off the rose, and 
our tax program is bound to become an even greater burden. It is a tax burden 
not geared to a declining economy and threatens to throttle the incentive of 
small business to expand, to compete and to produce tax revenue. It appears 
obvious that high taxes are going to continue and that therefore, growth capital 
is not going to be available through savings. Incentive, long term, growth 
capital however, must be made available to the small-business man, and all seg- 
ments of business must be interested that it should be provided. 

Long-term money for growth purposes is not now generally available to the 
small-business man through normal financial channels, such as insurance com- 
panies and banks. The demand upon them for much more favorable returns 
from their funds are so great that they cannot logically pursue an opposite 
course. Term money therefore, must be made available from some new sources 
or from some new technique. There is no arguing with the need for it. A 
determined course must be set to provide it. 

There seem to be two avenues of achieving growth capital through a tax 
program. The first of these and by far the most important, would be a tax 
schedule whereby a business would be enabled to defer taxes on profits which 
were reinvested in the business. Please note that the word used here is “de- 
ferred,” and this is not to be interpreted to mean exemption from taxation in 
any sense. If a small business, that was able to generate say $50,000 worth of 
profit in a taxable year, were permitted to invest 50 percent of the profit in the 
business and thereby defer the tax on that $25,000 over say a 10-year period 
and such procedure was to be permitted for approximately 4 years in a row, 
this would permit a small business in effect to have borrowed $100,000 for long- 
term capital investment. In this case the lender would be the Treasury. This 
plan would provide for that small business, a source of growth capital, the 
approximate equivalent of a debenture bond issue of $25,000 per year for the 
same 4 years. It would probably be necessary to apply restrictions to this plan. 
The fixed amount of permissable investment ratio to taxes due, under this plan 
would have to be determined by a tax study so that the impact upon the total 
Federal revenue could be determined. The impact upon the Federal tax pro- 
gram itself would be a definite factor in fixing the amount that could be rein- 
vested. Secondly, there should be some restrictions applied so that reasonable 
caution would be practiced by any businessman before indulging in this program. 

There is a second tax technique that would enable a businessman to retain 
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a greater amount of his profits for reinvestment when his business is in a 
growth cycle. This would be the permitting of a business with fluctuating 
yearly income to adjust its income for tax purposes Over a selected 4-year 
period. Any businessman knows that starting a business with limited capital 
entails a good deal of hardship for the primary years. These initial years of 
business activity are quite generally characterized by an abnormally low per- 
sonal or corporate income for the enterprising businessman. If the business 
does succeed and commence to flourish, the initial tax burden in the first profit- 
able year of operation is frequently too drastic. Were such an individual or 
such a corporation able to equalize its taxes over the first 3 or 4 years, it would 
tend to provide growth capital for new business in its early stages and would 
equalize the tax burden for those small businesses which have widely fluctuat- 
ing incomes over a period of years. 

I sincerely wish that I could support the position of direct tax relief for the 
small-business man by simply lowering his direct rate of taxation. I must con- 
fess, however, that I do not know where an additional tax burden could be ap- 
plied in our economy at the present time to compensate the various levels of 
government for the lost revenue. 

Some other phases of tax relief for small business are covered under the fol- 
lowing notations regarding the possibilities which were cited as being under 
consideration by the Small Business Committee. Comments on these possibilities 
are as follows: 

1. It seems reasonable and desirable that estate taxes should be permitted to 
be paid in installments over a period of years. I have been in personal contact 
with a number of small businesses in which major owners have died during the 
past several years. Since death is always an uninvited guest, the planning for 
such an event in all the cases I witnessed was inadequate, and in most Cases no 
such planning had been undertaken at all. The impact of the estate taxes on 
the business enterprise, itself, therefore, was much too drastic and some pro- 
cedural relief in this category seems desirable. Where the financial condition of 
the business warrants it, deferred taxpayments would be justified, but it would 
seem that such deferred taxes should be liquidated within a reasonable period of 
say approximately 5 years’ time. There should be an interest penalty ap- 
plicable to these deferred taxes while they are in the deferred period. This in- 
terest penalty would provide an incentive for rapid liquidation of these taxes 
and does seem justified since the taxpayer in a sense would be borrowing the 
money from the Federal Government to adjust his tax burden. 

2. Point two covers the possibility of permitting partnerships and proprietor- 
ships to elect to be taxed as corporations. As nearly as I am able to determine, 
the tax relief to be granted through this medium would be comparatively limited. 
It seems to me that the tax should be applied on the basis of the amount of tax- 
able revenue that was generated rather than upon the type of business which 
generated it. I can think of no reason why a group of people should be penal- 
ized to a greater or a lesser extent than an individual should be penalized. Part- 
nerships and proprietorships always have the opportunity to elect to form cor- 
porations. This provision would simply permit them to take corporate tax 
positions without the ensuing complications of actually incorporating. It would 
probably be considered a boon to professional groups who are not now permitted 
to incorporate. 

3. The third possibility proposed was permitting taxpayers to use alternative 
methods of depreciation provided by section 167 of the 1954 internal revenue 
code for used property. Careful examination of this proposal reveals one signifi- 
cant factor. There seems to be no reason at all why this section, when it was 
enacted should not have been made applicable to used property at that time. It 
is very obviously the smaller business which will be the primary user of used 
property. Equipment is in many cases the principal asset of the small business. 
This is particularly true where logging, lumbering and motorized transportation 
‘s concerned. Small business enterprises, in acquiring equipment in their initial 
stages, do So on a contract basis. The accelerated depreciation would greatly 
assist them in meeting contractual obligations. The importance of being able 
to fulfill such obligations in the early stages of a small-business enterprise cannot 
be overemphasized, and any tax relief that will give direct assistance to this 
phase of small business is certainly worthwhile. 

4. The fourth item mentioned was the consideration of the possibility of grant- 
ing a proprietor of an unincorporated business the right to be treated as an 
employee under a qualified pension, profit-sharing or stock bonus plan. As I 
have said previously, I do not see why there is any reason for differentiating 
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between the types of enterprises that generate tax revenue. It seems to me that 
small-business enterprises should be entitled to the same general considerations 
regardless of the actual legal form of the business activity itself. Permission 
should certainly be granted the individual proprietor to set up his own pension, 
profit-sharing or stock bonus plan. The same safeguards against abuses should 
apply to such a program as does now apply to corporate plans in the same category. 
This provision would provide incentive, in the realm of capital growth, for the 
small-business man who is an individual proprietor or partnership, and any such 
stimulation should certainly be encouraged. 

5. The fifth consideration was concerned with the possibility of graduating 
corporate tax rates. It is not desirable that corporate taxation should be grad- 
uated on a basis comparable to that now applied against individual income tax. 
Corporations pay direct taxes and the profits they pay out in the form of dividends 
are also taxed. The basic quarrel that I have with the present form of corporate 
tax, plus surtax, is that the graduation in payment between the normal tax and 
the surtax is too abrupt and drastic. It does seem to me that the same tax 
revenue could be achieved with a graduated percentile scale on the net profit 
between the twenty-five and fifty-thousand-dollar level so that maximum tax 
penalty is reached at $50,000, rather gradually as opposed to the abrupt shift 
into the tax bracket which now exists at $25,000. Though this provision would 
seem to me to be desirable to encourage that bracket of small business which is 
capable of developing tax revenue in excess of the normal tax rate, it admittedly 
would be very limited tax-relief measure. It would, however, have high morale 
value. The great bulk of the small businesses which now pay the majority of 
the taxes, are paying those taxes on profits which are under the $25,000 level. 
The 30-percent rate does seem about the maximum and the minimum both, so 
far as this last group is concerned. 

6. The sixth possibility dealt with permitting the election by a small business 
of a standard deduction for income-tax purposes. At first glance this suggestion 
seemed to have considerable merit in that it would offer an easy method to the 
very-small businessman for the preparation of his income tax returns. Whether 
we like to admit it or not, however, tax requirements have focused the attention 
of business upon good recordkeeping and good records themselves are an essential 
requirement for progress in any small business. It does seem that any business 
should have adequate and easily understood records no matter how simple or 
primitive they might be. The very existence of these records then precludes 
the necessity of a standard deduction. 

My personal belief is that the number of small-business men, who do not know 
what they have actually earned during the year until they have completed their 
income-tax returns, is very large. This examination of business records for the 
purposes of preparing income-tax forms is therefore possibly a praiseworthy, 
though painful, process. This does not mean that every effort should not be 
exerted to make this process as painless as possible. It has been pointed out to 
me for instance, that standardization in collecting taxes would be a big boon 
to all phases of small business. As an example, the finger was pointed directly 
at the difference between the base rates used for collecting social-security taxes 
as opposed to unemployment taxes. The smaller the business, the greater the 
number of specific details that must be looked after by fewer individuals. The 
mental strain and actual overhead outlay where such matters as complicated tax 
returns are concerned is obviously greater in a small business than in a larger 
business. Standardization in tax collection would be a big assist to the small- 
business man, but I do not feel that a standard deduction would be to his 
advantage in the long run. 

7. The seventh possibility for consideration was the granting of permission to 
small business to make a deduction for additional investment made during the 
taxable year. The opening phases of this report to the committee were con- 
cerned primarily with this same thing, and there is no need to repeat it here. 

8. The eighth possibility was the consideration of increasing the exemption 
of corporate income subject to surtax. The answer to this was included under 
5, the consideration of a graduate corporate tax rate. 

9. The ninth possibility was the reduction in the overall corporate normal tax 
rate. Again, as stated in the opening paragraphs, a careful analysis of the 
Federal budget indicates that the very great bulk of it at the present time is 
devoted toward national defense and related activities. In view of the cur- 
rent international situation, and being aware of the accelerated developments 
in methods of offense and defense which are now taking place on an interna- 
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tional scale, it does not seem to me that at the present time we are in a posi- 
tion to consider any drastic cut in the Federal income. To grant tax relief at 
this time to one segment of business would only mean that the lost revenue must 
be recovered from another segment of business. Government has the obligation 
to attempt, through efficient methods of management and utilization of assets, 
to provide the essential services to the members of its society at the least 
possible cost. Government also has the responsibility to its citizens of attempting 
functional rather than lavish objectives. The Federal Government has the 
responsibility for implementing the national will. Good management in the 
Federal Government is the direct responsibility of the Congress of the United 
States. We must all presume that tax legisiation which is sound enough to pass 
through Congress must be good tax legislation. We have a large national bill to 
pay, and in view of this it seems that it is unlikely that we will ever again see 
a return to the times of high individual or corporate revenues which will not 
be heavily taxed. It behooves us then to examine our incentive program for 
our small-business men who are so vital to this economy. The sole avenue of 
any scope which seems to remain open in the incentive field is that of capital 
growth. This seems to be the only incentive that can be accelerated without 
tampering with tax revenue. It seems to me to be urgent that steps should be 
taken to provide long-term growth capital for small business throughout our 
current economy. 

In the process of searching out background information upon which to base 
my report, I was given much help by a number of individuals who responded 
to my requests for their assistance. I would like to extend my thanks to the 
Oregon Association of Public Accountants. Their legislative committee in ses- 
sion with their chairman, Henry Anderson, gave much time in going over this 
report point by point. While my report does not always reflect their views, 
the fact remains that they did offer their time freely in the hopes that it might 
be useful to your Senate committee. I would also like to thank Myron Gleason, 
Portland CPA and attorney. At my request Mr. Gleason spent several hours 
digging up background information, and in addition to that, we spent the 
better part of a day on discussion of these various items. 


PROBLEMS OF SMALL BUSINESS WHERE GROWTH CAPITAL IS CONCERNED WITH 
EMPHASIS ON PROBLEMS PECULIAR TO OREGON OR LIKE AREAS 


1. Oregon, at the present time is in a mild recession, due to the fact that its 
No. 1 commodity, lumber, is currently in a depressed status. When business 
conditions get poor, financial institutions have a tendency to curtail their 
ratio of dollars available for loans in certain categories. The first of these 
eategories is certainly term paper. The insurance companies are in approxi- 
mately the same category. In any unsettled economic condition, financial insti- 
tutions are naturally reluctant to commit their money for a long period of time. 
No financial institution would want to have to account to its stockholders for a 
large volume of money placed for instance, at 6 percent only to find a year or two 
after that the same money could have been loaned out at 8 percent. Conversely, 
it is also true that should business deteriorate, no board of management of a 
financial institution would care to be in a position that required explanation as 
to why they had committed large sums of money on a long-term basis in a 
declining economy. 

A prime thing that makes small business in Oregon different from small busi- 
ness in a comparable Eastern community is the fact that the proportion of new 
business in Oregon, that is business started in the last 10-year postwar cycle, is, 
comparatively speaking, extremely large compared to the businesses in older 
communities in the Midwest and the East. This means that such new businesses 
find that acquiring growth capital is difficult under any circumstances, but in 
view of the conditions that exist today, it is practically impossible. 

Mr. SurrmMan. In trying to trace down the impact of taxes no mat- 
ter which direction I went, it seemed to come back to the fact that as 
far as the small-business man is concerned the high Federal tax rate 
over a period of time has succeeded in causing a dearth of growth 
capital. 

Senator Morse. That’s right. 

Senator Tuyr. Yes; that’s right. 
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Mr. Suerman. And, consequently, trying to analyze why there is a 
dearth of growth capital and in analyzing why these taxes are neces- 
sary and so forth, I came to rather startling conclusions. Now I’ve 
been watching the Federal budget myself for the last 7 years. I 
guess it’s as much my business as anybody else’s and I can’t see at the 
present time where they can make any drastic cuts, either in the oper- 
ating portion of the Federal budget or the defense portion of the 
Federal budget which contains the great bulk of the money that’s 
required at the present time. 

And so therefore, if the budget can’t be cut, it doesn’ make any 
particular sense to go on year after year asking for authority to raise 
the Federal debt limit. This doesn’t seem to me to accomplish any- 
thing. And so then, in this matter of cutting taxes, it would seem to 
me that if you would take them out of one place, then you’ve got to 
get them someplace else. And so when I went back and looked up 
and down the scale and everything else—for instance you take a single 
man at $750 is asked for 20 percent of his income all the way up into 
individual incomes to 91 percent, it doesn’t seem to me that you can 
rightfully ask anyone in that bracket for any more taxes, 

The same thing applies to corporate taxes. You have your 30 per- 
cent on the first $25,000 and then an abrupt jump into the 52 percent 
category and it doesn’t seem to me that you can ask for more money in 
that bracket. And therefore, perhaps there is some other solution to 
this dearth of growth capital which in turn has caused a dearth of 
Incentive where the small-business man is concerned. 

In our own business which is the manufacture and sale of fireplace 
screens, if we couldn’t buy from the largest businesses that there are 
in the country at the present time, we'd be lost. And if we couldn’t 
sell to the smallest businesses that there are in the country at the 
present time, we’d be lost too. So therefore we’ve got to have them all 
and we're all a part of the same body. 

But, getting started in business today, as Mr. Dingle mentioned, is 
about the same pattern it was many years ago. The only difference 
today is that it is much more complex and requires considerable more 
capital and is considerably more complicated. Therefore naturally, 
it seems to me the incentive should be greater. 

Now I went back and analyzed our own start in business and I dis- 
covered that about the first 5 years we made little or no profit. Now 
by the same token, we took little or no wages out of the business. It 
was a small corporation. We were always torn between the desire to 
take higher wages which we couldn’t afford, and show it as an account 
payable in the form of wages earned, which in turn would look bad 
on your financial statements, or let it ride until you could collect. But 
of course when the business did begin to pay off and become pros- 
perous, you were immediately injected into a rather steep graduation 
in your tax rates. 

Senator Morse. That’s right. 

Mr. SHerman. Actually, these early profits that we earned were not 
profits in the normal sense of a business that has been in business for 
a hundred years. These profits that we earned were really unpaid 
wages over the first 4 or 5 years of our operation. That’s really what 
they were. And as such I think they have a slightly different char- 
acter from profit in the normal sense. 
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Therefore, you will find in this report a proposal that small-business 
men who are subject to widely fluctuating incomes might have the 

opportunity to adjust their earned income for tax purposes over, say, 

a selected 3 to 4 year period, something of that sort. I’m not con- 
Sioned with the mechanics of it, but the concept is a very important 
thing. We call this man starting in business a small-business man, 
but let’s call him by another name. Let’s call him a job maker. And 
as such he becomes extremely important to the whole community be- 
cause that’s his real title. He’s a job maker. 

Another thing, of course as he gets on into later stages he becomes 
involved with this problem of growth capital just as our own firm is at 
the present time. And in our search for long-term money that we 
might use for expanding, we “ having very little interest from the 
current financial institutions. I don’t mean to criticize them. They 
just don’t have the money. They just don’t have the money to lend 
for long-term purposes. 

We would have had our own growth capital if we had been able to 
retain them instead of turning them over to the Federal Government 
in the form of taxes. The Federal Government had to have them for 
the budget, but we still haven’t got the growth capital and therefore 
if we’re going to grow any more, it seems to me that we have to devise 
some means of providing this growth capital. And since this is a tax 
session here, I confine it strictly to the matter of providing this growth 
revenue through tax techniques. 

The proposal that I make in here is that there should’be a deferral 
of the taxes on a portion of the earned profits that were reinvested 
in the business within the taxable year. Now this applies to all small 
business. I’m not confining this to corporate tax 

Senator Ture. If the chairman will permit a question at that point. 

Senator Morse. Yes, sir. 

Senator Tuye. Where would you stop insofar as to the size of this 
company or corporation, as to when might they be privileged such a 
plow-back ? 

Mr. SuerMAN. There wouldn’t be any restraint upon the size of 
the corporation using this technique, but, it would in effect prove use- 
less to the very large corporations for this reason, if you limited the 
total amount that could be tax deferred—I mean the total amount of 
profit that could be reinvested on which the tax was deferred, to say 
a maximum. of $25,000 in a taxable year with a total limit on it of say 
fifty, seventy- five, one hundred thousand dollars and so forth, this in 
effect limits it toa ’particul: ir group of businesses. 

Now by the same token, you would have to limit the percentile of 
the earned profits on which tax could be deferred which were rein- 
vested in the business also. 

Senator Morse. May I ask a question, Mr. Sherman ? 

Mr. Suerman. Yes, sir. 

Senator Morse. You referred to it asa tax deferral. 

Mr. SuHermMan. Yes, sir. 

Senator Morse. If you followed the suggestion I made earlier con- 
cerning the deduction for reinvestment purposes, it would accomplish 
just about the same thing, wouldn’t it ? 

Mr. Suerman. Yes, sir. Over a long period of time, because I pre- 
sume eventually if the individual got into the higher tax brackets that 
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the Government would get a certain amount of its investment back. 
However, I am referring to—I am studying the problem from a growth 
capital basis. If you borrow growth capital, you have to pay it back 
anyhow, plus interest. My concern is really to get that growth capital. 
And, you see, as it points out in this paper, that an individual—for 
instance, Mr. Dingle mentioned, he started in and he got a profit which 
he reinvested in the business. Well, really what he was after was 
growth capital. This is really what ‘he got in the long run. By re- 
investing it and enlarging and expanding | the business and so forth, he 
did achieve what he set out to do. 

This is what you can’t do, or what is extremely difficult to do today. 
And in addition to this, I feel that Oregon is in a particularly peculiar 
situation where this lack of growth capital is concerned. Now I am 
not a native of Oregon. I came here in 1945 after the war because I 
looked around all of the Western States and wanted to settle here be- 
cause it looked to me as if this country had the best growth potential. 
But, because this is a comparatively new area, economically, Oregon 
tends to be at the end of the financial complex rather than in the center 
of it. In other words, Senator Thye, the Portland area would tend 
to belong to the Federal Reserve District of Minneapolis rather than 
Minneapolis belonging to the Federal Reserve District of Portland. 

Now this has somewhat of a complex factor in this relationship. 
For instance, supposing you take the largest of the insurance com- 
panies, they are primarily centered someplace else. They have money 
to loan for various purposes, but in wisely allocating their money in 
an area that is temporarily depressed such as Oregon is now, they 
might decide to curtail the amount of money that was available for 
long-term investment in such an area as this is today. And being on 
the end of this, it makes it a difficult problem. 

Now, second, the bulk of the business in Oregon—in Portland, I’m 
speaking of primarily because I’m familiar with these—are new in- 
dustries. They are not a hundred-year-old corporations and so forth 
and so on. Most of these like ourselves have been evolved since 1945. 
Now small businesses do not have access to the normal financial activi- 
ties for gaining growth capital that large business does, and then it 
compounds itself when it gets to new business ; because these have even 
less of a record of experience and so forth on which to base your projec- 
tions for long-term capital investment. 

The banks just plain don’t have the money. There isso much demand 
for their funds on a current basis that they just haven’t got it, even 
though I’m sure you'd find that the banks in this area in their so-called 
loan pouches have a great deal more of that term money invested than 
you do in your eastern banks. The banks have done what they could, 
but they just haven’t got it. It just isn’t available. 

Now, the concern here, the Small Business Administration is a step 
in the right direction, no question about it, but our concern here is with 
taxes and it is also with a facility. I mean, so that it can be done 
cnet Now you mention a complete forgiveness of the tax on a 
certain portion of this money that’s reinvested. This is quick. So is 
this other system. In other words, it’s a technique whereby if the Presi- 
dent signs the bill one day, the small-business man can start counting 
on that the following day. And he is in a position to make the decision. 

Senator Morse. I am so impressed with this, Mr. Sherman, that I 
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want to take just half a minute to deal with this reinvestment allowance 
because it’s right in line, I think, with your view here. You just said 
forgive them this tax. You're not going to collect this tax. You see, 
my view is, you’re not giving the small- ‘business man a cent when you 
do that because we've ‘got to rec ognize that this small business X is 
vested with a public economic interest. It doesn’t belong to him alone. 
It’s really a public asset, because it supplies wealth creating forces for 
the whole economy. It hires men and women. It creates “the capital 
wealth of the community and of the Nation, And I think we must get 
away from this idea that when we provide you by legislation with some 
tax assistance, not benefit, but some tax assistance that accrues to 
strengthening your business, we're strengthening the public interest. 
And what we have to figure out is what is a fair adjustment here from 
the standpoint of that public interest. When we help make available 
to you under such a bill, some capital for capital investment that will 
strengthen that business of yours, we, as legislators, haven’t given you 
a single red cent. But what we have done is increase your opportunity 
as a businessman to expand not only your business but to expand the 
economy of the community. Now I don’t want to get here into an 
economic, philosophical discussion, but I think the point I’ve just made 
needs to be made somewhere in this record. Frankly, I get a little 
weary of critics who say, “Oh, what do you mean, a handout to small 
business?” This is no handout to small business. This is an aid to the 
consuming public and some way, some how, we’ve got to get this point 
across educationalwise. 

And I’m so impressed with the approach that you made—I don’t 
do this very often in these hearings—that I w anted to take that half 
minute off to get a little economic philosophy in here, because you’re 
so dead right. 

Mr. Ertcxson. Mr. Chairman? 

Senator Morse. Mr. Counsel. 

Mr. Erickson. I wonder if I might make a comment—further 
comment on that exact point. This isn’t exactly a complete forgive- 
ness, anyhow, Mr. Sherman, that the chairman has been talking about. 
We're talking about a reinvestment in plant and equipment and other 
assets of the business which, if reinvested, would necessarily have no 
depreciation deduction in later years. So you see actually, we are talk- 
ing about the same as you are, a deferral rather than a ‘complete for- 
give ness. 

Mr. Suerman. I wanted to interject here a note of urgency, and 
that’s why I want to mention this business of taking a shortcut. Now 
the taxload that we bear at the present time has mostly been developed 
between 1945 and 1957, a matter of paying for the war that we got into 
and couldn’t help, and it’s a mighty burden. But also, during that 
period, with a few slight dips, the business in this country, in my opin- 
ion, was at a very abnormal level. Now, when these tax programs were 
developed at an abnormal level, and your economy starts tapering off 
just a little bit—which it appears to be today—then you have a more 
crucial problem than you would have if business were continuing on in 
the same vein. In other words, this problem of a lack of growth capital 
is going to be amplified, and it’s going to be amplified in short order. 
As your—as one segment or the other of an economy tends to produce 
less profit and, therefore, less taxes, it’s going to start showing up all 
over the country eventually. 











982 TAX PROBLEMS OF SMALL BUSINESS 


If we buy less cars in Oregon, it not only is bad for Oregon, but it’s 
bad for Detroit, too. There should be a note of urgency about: this 
thing. Now, I think that the Federal Government itself took a good 
deal of money off the market with this tax technique of prepayment of 
taxes and withholding, and so forth. It just reduced the amount of 
money that went into the bi ank, and even though it may have shown up 
in my bank account over the year, the Government didn’t take it until 
March 15, but I still had the opportunity to use that money up until 
the time when it actually went into the Federal Treasury. Th: - isn’t 
the case any more. This is perh: aps better, perhaps nes se, I don’t 
know, but nevertheless, it has gone into the Federal till. I do not have 
the advantage. And collectively all over the United States, the people 
that do not have this advantage have made less money available for 
deposits in the bank for them in turn. 

I feel that in this particular instance that it is most important that 
consideration be given to some kind of a program that will be imple- 
mented very quickly. I mean, these needs exist now. I want this 
growth capital while I’m still in the mood, while I’m not scared, or 
something of that sort. And I’m sure that the rest of the businessmen 
do, too. That we feel that even in spite of the fact that things might be 
down a little bit locally or something here at the present time, given the 
opportunity, that we can make a profit. This is all I have to say, sir. 

Senator Morse. Well, that is an excellent statement, Mr. Sherman. 
Senator Thye? 

Senator Ture. I just wish to state that it is an excellent state- 
ment. I only wish that we had more time to discuss in detail some of 
the questions that you have just highlighted, but I do have a copy 
of your statement, which is going to be in my personal possession 

rather than to go back into the files of the committee. 

Senator Morsr. Counsel says that we should know that other points 
are just as pertinent. You may be sure we shall study your state- 
ment. 

Mr. Suerman. Thank you very much. There was hard work of a 
lot of people besides me in there. I thank the committee very much. 

Senator Morse. Senator Thye, you were so very kind to preside 
when I couldn’t be here early this morning. You may have a luncheon 
engagement, and, unless you object, I w ould like to go ahead with these 
witnesses. I’d like to have you feel free to go ahead and keep any 
commitment that you have. 

Senator Ture. Mr. Chairman, I am out here to get all the infor- 
mation I can and I am with you as long as you sit here. 

Senator Morse. Thank you very much. Our next witness will be 
Mr. Howard Dietrich, certified public accountant, Portland. We’re 
very glad to have you, Mr. Dietrich, and you may proceed in your 
own way. 


STATEMENT OF HOWARD N. DIETRICH, PARTNER, DIETRICH, 
OSWALD & CO., PORTLAND, OREG. 


Mr..Drerrtcn. Senators and gentlemen, my name is Howard N. 
Dietrich, and I am a certified public accountant and a tax attorney. I 
have been doing accounting and tax work for over 20 years, and have 
been practicing as a principal since 1941. At the present time I am 
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a partner of the accounting firm of Dietrich, Oswald & Co. All of 
our clients are in the classification of small business. 

In my opinion there are four important provisions in the Federal 
tax structure which penalize small business in its competition with 
big business. 

The limitation upon the amount of capital losses which may be 
Seiad ted by individuals makes it more difficult for small business to 
secure equity capital than for big business, which has access to large 
money markets. In other words, investors are reluctant to invest 
material sums of risk capital in sine ull businesses, so long as the Federal 
income-tax law limits the amount of deductible capit iT losses to $1,000 


per year for 5 years. I have on occasion advised clients not to make 
investments where the possible loss is greater than the amount of re- 
alized capital gains which they have. The risk of sustaining a non- 


deductible loss is just too great in relation to the possible after-tax 
profit. 

The difference in the rates of Federal income tax on small corpo- 
rations and their stockholders forces small corporations to continu- 
ously adjust the salaries of the manager-stockholders to try to reduce 
the overall tax problem tothe minimum. ‘This juggling, if you please, 
has in many instances produced exceedingly une seonomic results. 
have observed that the salaries of manager-stockholders advance as 
soon as the corporation gets into the 52-percent bracket, and during 
the excess-profit years some of the increases were indeed startling. 
Obviously, the disbursement of salaries in order to minimize overall 
taxes is very often not compatible with the sound economic growth of 
the corporation. This problem, of course, is not present in the case 
of the large corporations where the corporate-tax rate is fixed and 
management is dealing more at arm’s length with the stockholders. 

Senator Morss. Mr. Dietrich, I haven't read your entire statement 
but I am particularly interested in your comments at this point. We 
talked about this salary problem of a small corporation. Do you 
think the situation would be helped any with the proposal that’s before 
us and before the Senate, to provide an annual election to the taxpayer 
to pay taxes either as a corporation or a partnership ? 

Mr. Drerricn. Yes; that is covered later in the statement, Senator 
Morse. 

Senator Morse. It has some application here, too. 

Mr. Drerricu. Yes; that is quite true. This statement that I just 
made was particularly in connection with my application of the gradu- 
ated rates. 

3. The limitation of accelerated rates of depreciation to new facil- 
ities operates against small business in its competition with big busi- 
ness, because it is often forced to buy used equipment for financial 
reasons. ‘This is particularly true in respect of the larger types of 
investments such as buildings and heavy equipment. This penalty is, 
of rege a secondary result of ins vdequi ite sources of capital. 

The penalty provisions of section 531 of the Internal Revenue 
C a prevent small corporations from accumulating reserve funds to 
carry themselves over periods of recession. The present law permits 
the accumulation of $60,000 of retained earnings which is a step for- 
ward, but, in my opinion, the amount is very inadequate. In these 
days of inflated prices, $60,000 just doesn’t go very far; and as soon 
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as that amount is reached all additional amounts are subject to scrutiny 
under the law. I realize that this problem is not as pressing as many 
others; however, it is just another pitfall which all closely held corpo- 
rations (which are usually small businesses) must avoid. 

Senator Morse. It’s a very serious problem. Just to illustrate your 
point, in Chicago the other day—and we'll speak in round numbers— 
we had a very interesting manufacturer before us who was talking 
about this problem and I think his figure was $18,000 for a lathe 
machine that he would have to replace now at $68,000. 

Mr. Drerricn. Exactly. 

Senator Morse. The difference between the $18,000 and the $68,000 
item is striking. That involves just one lathe, and he has a machine- 
manufacturing establishment. 

Mr. Dierricn. It’s quite true, Senator. Now the counsel for the 
committee submitted a number of recommendations that are being 
considered, and I would like to give my opinion of each one of them. 

First, I think it would be a benefit to small business if the estate tax 
could be paid in installments over a period of years. However, as a 
technical man, I am just a little bit doubtful of getting a satisfactory 
method developed so that we could secure the payment of the t: ax. 

Senator Tuyr. Are you going to—Mr. Dietrich, are you going to 
elaborate on that? 

Mr. Drerricu. No— 

Senator Tuyr. Th: at’s just your statement. 

Mr. Drerricu. That’s just my statement. 

Senator Tuyr. Do you wish to give us just a brief comment as to 
what you see as a problem ¢ 

Mr. Drerricu. Well, the problem that I think, as a technical man, 
is how the Government could be sure that it w wold still get the tax. 
For instance, an estate must pay his tax before it is distributed, once 
the assets are distributed, it’s pretty hard to make a lien follow it to 
protect the Federal Government, and it would be a great detriment to 
the beneficiaries if the estate had to be held open for a period of 10 
years. So, as a—I just can’t quite see the technicalities of how it can 
be accomplished. But I can see the benefits that could be gained. 

Senator Tuyr. As a further question, could you hold it to the heir 
or whoever purchased it—I’m thinking primarily of one of the heirs, 
because 've e seen family after family consisting of 2 or 3 girls, 1 or 
2 boys or 3 boys, 1 of the boys intending to continue, the others had 
no interest in its continuance. The sy just wanted to get their money 
out of it. By the time they had settled the estate tax and by the 
time the other one who wanted to continue was looking around for 
the means of financing his purchase of the interest of the other heirs, 
he just couldn’t do it. So the result was that the whole estate was 
sold and management was transferred to someone else other than the 
one member of the family. That’s the point that has been disturbing 
me, and that’s why I take the time to further ask the question of 
you because you ’re an accounté unt. 

Mr. Drerricu. I recognize that problem, Senator, and I have faced 
the same problem many times. As Mr. Sherman said, we always have 
this problem, we must protect the Government. Perhaps a method 
could be worked out on an elective basis where the corporation, for 
instance, as you suggest would guarantee the payment of the tax. Or 
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that the lien for the tax could follow only a portion of the stock, for 
instance. 

Senator Tuyr. That’s what I had in mind. Suppose you could 
have that as a lien against a corporation and it would be like a ditch 
lien, that it would be applicable to the estate cost over a period of 
years and be so carried on the records of your county or the city of 
which the corporation was present. I’m only thinking about the pos- 
sibility of how we perfect the possibility of continuing that corpora- 
tion in the name of that family inasmuch as one would like to carry 
on. The present tax method on estates pretty well forecloses that 
possibility. 

Mr. Dierricn. I agree with you, and I have had the same feeling 
for a long time but unfortunately Ll am working with technicalities all 
the time, and sometimes the trees obscure my view of the forest. I 
will do some thinking about it, sir, and if I have any ideas, I will cer- 
tainly pass them along. 

Senator Thyr. If you have any ideas I know that the chairman 
would inform you that the record would remain open for at least 2 
weeks at which you could supplement your statement—— 

Mr. Dierricu. | see. 

Senator Tuyr. By an additional statement. 

Mr. Struts. I think also, this is a point that is bound to be covered 
in our omnibus bill and aiything that our tax counsel, Mr. Erickson, 
works up we will submit to you to see what sort of technical difficul- 
ties you see. 

Mr. Dinrricn. 1 would appreciate 

Mr. Sruurs. If you are willing to give us a little gratis advice, since 
we are precluded from paying you for such advice. 

Mr. Dirrricu. I have fortunately been called upon by Senator 
Morse before this through the years ‘and I intend to continue it. 

Senator Morse. | appreciate it, Mr. Dietrich. Mr. Stults just 
covered the point I was about to make. I intend to impose myself 
upon you in behalf of the committee until we get this worked out, 
because this is what we are considering now and we've had a lot of 
people think that it can be worked out. We won’t discuss it in detail 
at this time, but the record ought to show that the tax counsel dis- 
cussed with me the possibility of working out a bonding provision 
whereby the person carrying on with the operation can protect the 
Government by way of a bond. It has also been suggested that we 
work out an installment program of payment; the person taking over 
the business having to assume the financial obligation of that. 

When we get it in blueprint form, I would like to have your value 
judgment, because I mean no flattery when I say it will have great 
weight with me. And I’m sure it will have great weight with this 
committee. 

Mr. Dierricn. Thank you. I will be very pleased to do so, gentle- 
men. 

‘The next point that was asked by the counsel was whether there 
would be substantial advantage to small business to permit indi- 
viduals or partnerships to be taxed as corporations. In my opinion, 
the exact opposite is what we need. And I advocate that further 
along in my statement. That proposal is in the present law and I 
have never seen it used yet. 
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As I have previously stated, I believe that accelerated rates of de- 
preciation for used equipment as well as new facilities would benefit 
ae business. 

Among the clients I serve, a provision permitting a proprietor 
to i treated as an employee under a qualified pension plan would 
not be of much benefit. Perhaps this is because my clients are small, 
small businesses, but I don’t see much benefit to the small business as 
a whole. 

As previously stated, I believe it would be beneficial if corporation 
rates were comparable to individual rates in the lower income-tax 
br “ne And I will discuss that further. 

I am not sure what is meant by a “standard deduction for small 
eed” If the deduction refers to ordinary business expenses, I 
don’t believe it is very practical, as I cannot see why two different 
types of businesses should be allowed an equal deduction; and certainly 
it would be impossible to have a different standard deduction for each 
different type of business. Perhaps I’m too much of a technician 
es 8 on that, but that is my thought. 

I have considered the possibility of a deduction for capital ex- 
suailituren for many years. It appears to me that a deduction for 
additional general investments in a business would be too complicated 
to administer. I do, however, see merit in allowing deductions for the 
purchase of specific pieces of equipment—limited however to a per- 
centage of net taxable profit and a limitation on the depreciation of 
such deducted items and their tax bases. That subject will be dis- 
cussed a little more later too. 

8. I strongly favor increasing the corporate surtax exemption to 
$50,000 as a less desirable alternative to graduated rates for the same 
basic reasons stated above concerning other graduated rates. 

I believe I’ve already said enough about corporate tax rates with- 
out commenting on a reduction of corporation normal] tax rates. I 
would amplify 1 my statement there, that I think Mr. Sherman’s re- 

marks were very apropos. We have a requirement for revenue and 
we just can’t start cutting rates unless we cut the budget. 

In summary, it is my opinion that the most practical and effective 
relief vor scenn needed by small business are : 

(a) A relaxation of the limits on deductible capital losses both for 
sides estan and individuals so that more risk capital would be 
available to small business. Now since this statement was prepared I 
was furnished, by a statement from another accountant who has a 
particular problem, the accountant is in the room because he is inter- 
ested in this problem. It’s very vital to him and a client, and it’s 
vital to other clients I know. In Oregon and perhaps over the country 
it has become almost universal for banking institutions to require the 
stockholders of small corporations to endorse the notes, the borrowing 
of money for ordinary business purposes. 

Senator Ture. Even though it’ s a corporation. 

Mr. Drerricw. Even though it is a corporate debt and used by the 
corporation for current corporate purposes, the banks almost univer- 
sally require the endorsement by the stockholders. Now, in case of 
failure of such a corporation, the Supreme Court has held that those 
losses that the stockholders suffered because of their guaranty of these 
corporate obligations is again a capital loss. Even though the money 
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was used in current business operations, the principal stockholder 
who had guaranteed the note has to put out the money. In a case 
decided here it’s $140,000. He gets a maximum deduction on his 
tax return for $6,000 for his $140,000 loss. And needless to say, 
investors are not going to take that sort of risk. And I cannot advise 
my clients to so do. 

Senator Tuyr. You say that is a common practice in this area? 

Mr. Dierricu. It is almost universal in this area I would say. 

Mr. Struts. This is true even though there is still double taxation 
on any dividend that that investor might get back. 

Mr. Dierricu. Exactly. 

Mr. Sruurs. Even though his investment 

Mr. Drerricu. Exactly. He must pay tax twice to get his money 
back, yet he’s going to take a risk of losing every dime he has, less $6,000. 
It just doesn’t work good for small businesses. It may be fine for 
large business, large investors who have diversified portfolios, but for 
the man who is dev eloping a small company, it doesn’t work. 

Senator Morse. That’s your response to it, that it just isn’t fair and 
we have to do something about it. 

Mr. Dierricu. Exactly 

Senator Tuyr. Mr. Chairman, such a practice naturally would 
throw the Federal Government into some sort of a loan agency on a 
grand scale with a revolving fund. It’s the inevitable if such a prac- 
tice were to become gene ral and nationwide. Isn’t that true? 

Mr. Dierricu. W ell, I hadn’t thought quite that far, Senator. 

Senator Ture. | know, but we are sitting here as members who are 
confronted with the question of how we continue the free enterprise 
system in America. Now that’s the only question that concerns me— 
how do we continue it / 

Mr. Drerricn. Me, too, sir. 

Senator Morse. You can’t do it that way. 

Mr. Dierricu. No; youcannot. You raise some interesting thoughts, 
Senator. I hadn’t thought of it quite to that extent. 1 was just think- 
ing about this problem of what the investor is going to buy today and 
what he isn’t. 

Senator Tuyr. You're thinking of it as an accountant who is deal- 
ing with a client on a certain tax matter and atax question. But you’ve 
raised a question of which we, those who are responsible for the legis- 
lative enactment, must be concerned. How do we safeguard the free- 
enterprise system and that philosophy that exists here in America? 
That’s what concerns me and that’s the only reason I’m sitting here 
today. 

Mr. Drerricn. It concerns me, too. 

Mr. Sruurs. Mr. Chairman, does Mr. Dietrich have further infor- 
mation from this other accountant that you would like to put in the 
record at this point, or did you just wish to touch upon it in passin 

Mr. Drerricn. I would—I just have one copy, sir. I know that he 
would be very pleased to—this was, by the way, in the form of a letter 
to Senator Neuberger pointing out the facts. “I would be very pleased 
to get another copy of this suggestion and submit it for the record. 

Senator Morse. The c ommittee, as far as it is concerned, would like 
to have the letter included as a part of the record. We w ould be glad 
to have it in the record, because, in our work, Mr. Dietrich, there isn’t 
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anything so persuasive as to sit down before a committee such as the 
Senate Finance Committee—and that’s probably where we'll have to 
take the problem before we get through with this—and say, “Take a 
look at it. Here it is. These are the actual facts of a case. Now 
we give you Mr. Dietrich’s testimony where he tells you you can multi- 
ply this case many, many times.” And we'll put to that committee 
the observation I just made and present it and this other grievance. 
We'll indicate that, in our opinion, it just isn’t fair. You can put 
it before any jury of fairminded people, and they would say to us, 
“Why don’t you fellows get busy and get it ch: inged 2?” Well, we'll 
do our best. We've found out what the problem is, and we don’t let 
go once we take hold, you know. 

Mr. Drerricu. Thank God for that. 

(The documents referred to follow :) 

PORTLAND, OrEG., October 8, 1957. 
Hon. RIcHArD L. NEUBERGER, 
United States Senator for Oregon, 
New Fliedner Building, Portland, Oreg. 

DeaR Dick: At the suggestion of your administrative assistant, Mr. Dodd, I 
am writing to you in regard to a tax situation which, in the opinion of our firm, 
has far-reaching implications for Oregon taxpayers associated with the now de- 
pressed lumber industry. 

This situation was created by the Supreme Court decision in the case of Putnam 
v. Commissioner (77 S. Ct. 175), which was decided on December 3, 1956. The 
Supreme Court was asked to render a decision on this case in order to reconcile 
conflicting opinions of the Circuit Courts of Appeal as to whether guaranty pay- 
ments made by an individual to a creditor of a corporate debtor constitute losses 
deductible in full by the guarantor or whether such payments are nonbusiness 
bad debts subject to capital-loss limitations. The capital-loss limitation says in 
effect that where an individual taxpayer has net capital losses, he is limited to 
a deduction of $1,000 in the year of the loss and $1,000 in each of the next 5 
years or a total of $6,000, regardless of the amount of the total loss. The major- 
ity opinion of the Supreme Court held in favor of nonbusiness bad-debt theory 
with a strong dissenting opinion by Mr. Justice Harlan. A photocopy of the 
Court’s opinion and the dissenting opinion is enclosed for your convenience. 

We strongly favor Mr. Justice Harlan’s dissent but it is apparent that if his 
opinion is to prevail, legislative action by Congress is necessary to clarify con- 
gressional intent in the matter. 

I offer you a factual situation to illustrate the magnitude of the Putnam de- 
cision. 

We have a client who has accumulated a substantial fortune through 30 years 
of hard work. He is financially interested in several enterprises. Among his 
ventures are a building supply business owned by himself and his sons and a 
lumber mill owned by himself and other individuals unrelated to him. In order 
to finance the lumber mill it was necessary to borrow funds from the bank in 
addition to funds contributed by himself and the other individuals. The initial 
capitalization was approximately $140,000 of the stockholders’ own funds. 

A corporation has long been an entity separate and apart from its stockholders 
and the stockholders’ liability for the corporatien’s debts has been limited to 
their investments in the corporate stock. However, banks have been and are 
reluctant to loan funds to businesses of this size and smaller while relying sole- 
ly upon the corporation’s assets for repayment. Accordingly, the banks and 
other lenders have devised a method for circumventing the corporate entity and 
the attendant limited liability by requiring the principal officers of the corpora- 
tion to personally guarantee any loans made to the corporation. Large listed 
corporations are not required to follow this procedure and thus the officers and 
stockholders escape any personal liability. 

In the instant case, the corporation borrowed substantial funds from the bank 
and each officer was required to endorse the corporation’s note, thereby becoming 
the guarantor of the corporation’s obligation to the bank. In late 1955 and early 
1956 the corporation was the victim of two disastrous floods from which it never 
recovered (even with the assistance of an emergency loan from the Small Busi- 
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ness Administration) due to a “break” in the lumber market during the period 
of attempted recovery. The bank thereupon ordered the complete cessation of 
all operations due to the insolvency of the corporation, and approximately 200 
men were thrown out of jobs. Total loans owing to the bank and the SBA at 
this time amount to approximately $800,000. Recovery from the liquidation of 
the corporation’s remaining assets is estimated at $400,000, leaving a like amount 
to be paid by the guarantors. Our elient, having the largest estate, will be called 
upon to pay substantially all of this deficiency. 

Under the Putnam decision, our client would be limited to a deduction of 
only $6,000, spread over a 6-year period. It is our belief that it was never Con- 
gress’ intent to penalize a taxpayer in such a situation as this. He has paid 
his just tax while accumulating his fortune but it now appears he will get very 
little tax relief when he is the victim of enormous reversals. 

We realize that this is but one taxpayer but we are of the firm opinion that 
there are or will be many more in Oregon before the lumber market shows signs 
of recovery and the problem is therefore of sufficient magnitude to justify your 
considered attention. If you desire additional information, please call upon 
us. 
Kindest personal regards from the firm. 

Very truly yours, 
YERGEN & MEYER, 
(Signed) Max. 
JAMES M, HERNDON, 
Partner. 


UNITED STATES SENATE, 
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
OREGON OFFICE, 
Portland, Oreg., October 14, 1957. 
Mr. JAMES M, HERNDON, 
Yergen & Meyer, Portland, Oreg. 

DreaR Max: Thank you very much for your letter of October 8 regarding the 
tax liability for a guarantor of a corporate debtor who is forced to make good 
on the corporation rate loan. 

I can readily understand that the situation may have widespread implications 
in Oregon, and I appreciate your detailed letter and the copy of the majority 
and dissenting opinions of the United States Supreme Court. I will be happy 
to take this matter up with the appropriate committee of the Senate and see 
what can be done. Since I am not a member of the tax writing Finance Com- 
mittee, I am not sure whether we can anticipate favorable committee considera- 
tion, but I will do all that I can. 

With best wishes, I am, 

Sincerely, 
RICHARD L, NEUBERGER, 
United States Senator. 


OcTORBER 30, 1957. 
Hon. RicuHarp L. NEUBERGER, 
United States Senator for Oregon, 
Portland, Oreg. 

DeAR Dick: Apropos our recent exchange of letters regarding the tax liability 
of an individual who guarantees the debt of a corporate borrower, I would like 
to inform you that under date of October 1, 1956, the American Institute of 
Certified Public Accountants made 262 recommendations for amendments to the 
Internal Revenue Code of 1954 before the Joint Committee on Internal Revenue 
Taxation. Included in these recommendations were 8 (Nos. 21, 22, and 23 of the 
enclosed pamphlet) which have a direct bearing on business versus nonbusiness 
bad debts and guarantors’ obligations. Adoption of these three recommendations 
would solve our problem. While I am certain that all of these recommendations 
received consideration, few of them were passed due, apparently to Congress’ 
reluctance to overhaul the Internal Revenue Code of 1954 so soon after enactment. 

I understand that the House Ways and Means Committee will begin hearings 
on tax revisions on January 7, 1958. Do you have any suggestions as to how, 
and in what manner, we may present our views to that committee for considera- 
tion? Does the State of Oregon have a representative on that Committee? 
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Please accept my sincere thanks for your efforts and opinions in this matter. 
Kindest personal regards. 
Very truly yours, 
YERGEN & MEYER, 
JAMES M. HERNDON, 
Partner. 

Mr. Drerricu. My next point was that shareholders of corporations, 
with not over five groups of ownership, should be able to elect to report 
the corporate business as a partnership. And also in connection with 
that, allow the corporation to distribute up to 30 percent of their 
taxable profit to the shareholders tax free. In other words, it would 
make it something like a partnership. These provisions should be 
accompanied by appropriate adjustments of the tax bases of the shares 
in the hands of the shareholders; and administrative procedures re- 
quiring the maintenance of adequate records of each such transaction. 
As Mr. Erickson said, that again is a deferment. The tax bases of the 
investment in the hands of the shareholders is appropriately adjusted 
so that it is a deferment of tax, not a giveaway. 

Mr. Erickson. Mr. Dietrich—Mr. Chairman, if I may interrupt 
just a minute. 

Senator Morse. You may. 

Mr. Erickson. You in (b) here are merely suggesting that we 
avoid a little further the double-taxation feature in small corpora- 
tions. Right? 

Mr. Drerricu. Exactly; yes. (c) I advocate graduating the cor- 
porate tax rate so that they will be comparable with individuals in 
the brackets up to $50,000 which at the present rates would be about 
$35,000, with a flat corporate rate above that amount. And I am aware 
that my opinion is contrary to that of the position of former Treas- 
ury Secretary Humphrey, Congressman Reed, and the National Asso- 
ciation of Manufacturers. Their chief objection seems to be that 
since a large percentage of the shareholders of large corporations are 
small] income taxpayers, and since small corporations are usually 
owned by taxpayers with larger incomes, the graduated rates would 
penalize the small-income shareholders. I think that this argument 
«isregards the fact that there is probably not a single corporation 
with a large number of shareholders—say over 1,000—which does not 
ordinarily earn over $100,000 per year, so the effect is not material. 

The old argument that a progressive tax prevents expansion is also 
used, and in almost the same breath, the argument is made that 85 
percent of all business is unincorporated which of course is on grad- 
uated rates. In my opinion the shareholders of large corporations 
would not be materially penalized and small business would be bene- 
fited. 

(d) I would permit accelerated depreciation rates for used equip- 
ment, as I have previously discussed. 

Senator Ture. If I may interrupt at that point. 

Mr. Drierricu. Yes, sir. 

Senator Ture. We have bills in and we are most hopeful that they 
will be favorably reported out of committee and enacted on the floor 
so that that will be permissible. 

Mr. Drerricu. I have been aware of those bills 

Senator Ture. Yes. 
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Mr. Dierricn. And I would like to add to the cumulative effect 
that we might have to try and encourage the enactment of those bills. 

Senator Turse. Yes, sir. 

Mr. Drerricu. (e) 1 think that Congress should fix an annual 
amount of earnings without penalty and no cumulative limit. That’s 
that old question of accumulating earnings without having the 
penalty provisions. 

(f) I also advocate this allowing an elective deduction for the pur- 
chase of equipment with limits in Telation to a percentage of net tax- 
able income, together with related limits on depreciation of such as- 
sets. I think we discussed that before. 

I would like to say that I have also been authorized to present a 
statement by the ti ixation committee of th Oregon Society of Certified 
Public Accountants. I might say that I have been a member and ex- 
chairman of that committee for many yars. 

Senator Morsge. It will be received. 

Mr. Drerricu. Thank you. (Reading:) 

OREGON SoOcrery OF CERTIFIED PUBLIC ACCOUNTANTS, 
Portland, Oreg., November 12, 1957. 
To the United States Select Committee on Small Business: 

GENTLEMEN : As a public service and in the interest of providing tax relief for 
small business, the taxation committee of the Oregon Society of Certified Public 
Accountants wishes to offer the following recommendations which have been 
approved by the board of directors of the society. 

1. Accelerated depreciation for used equipment similar to accelerated depre- 
ciation for new equipment. 

2. Graduated corporate income tax rates for income to $50,000, similar to 
graduated individual income tax rates. 

3. Election to tax small corporations with limited numbers of stockholders as 
partnerships or sole proprietorships. 

4. Eliminate or ease the limitations on the deductibility of capital losses 
for corporations and individuals. 

5. Enable small business to accumulate working capital required for growth, 
for instance, permit small business to elect to defer the payment of income taxes 
in years in which earnings are invested in additional plant after depreciation 
charges, inventories, or receivables. Such deferred taxes could be made payable 
over some prescribed term with a provision for acceleration of payments in 
years in which the net investment in such assets decreases. 

6. Permit partnerships to elect fiscal year endings in line with natural busi- 
ness year of each industry. 

Respectfully submitted. 

FRANK A. MCMENAMIN, President. 
JouHNn Lopack, Chairman, Taxation Committee. 


Mr. Dierricu. Generally this statement favors four of the same 
proposals which I have presented: (1) Accelerated depreciation for 
used equipment; (2) graduated corporate rates up to $50,000; (3) 
election by small corporations to report as partnerships, and (4) elim- 
inate or ease the limitations on capital losses for corporations and 
individuals. 

The committee does not agree with my suggestion for a deduction 
in respect to capital expenditures because it would be a departure 
from generally accepted accounting principles. The committee 
favors a provision allowing a deferment of income taxes in respect 
to profits which are reinvested in the business. 
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Right there I was rather not exactly surprised, but very pleased to 
hear businessmen here this morning advocate exactly the same 
provision. 

In addition, the committee recommends that partnerships be per- 
mitted to elect the end of their fiscal years in line with the natural 
business year of the industry. That has been quite the sore spot since 
the enactment of the 1954 code. 

Senator Morse. Mr. Dietrich, I am greatly indebted to you for 
this testimony. It’s always a matter of great help to the committee 
when somebody give; us testimony that we can really put our teeth 
into, and you gave us lots to chew. I, therefore, request that your 
complete statement be put into the record at this point. 

(The document referred to follows :) 


STATEMENT OF Howarp N. DIETRICH, CERTIFIED PUBLIC ACCOUNTANT, PORTLAND, 
OrEG., SUBMITTED TO SENATE SELECT COMMITTEE ON SMALL BUSINESS 


My name is Howard N. Dietrich and I am a certified public accountant and a 
tax caeeliaoe I have been doing accounting and tax work for over 20 years, 
and have been practicing as a principal since 1941. At the present time I am 
a partner of the accounting firm of Dietrich, Oswald & Co. All of our clients 
are in the classification of small business. 

In my opinion there are four important provisions in the Federal tax struc- 
ture which penalize small business in its competition with big business: 

1. The limitation upon the amount of capital losses which may be deducted 
by individuals makes it more difficult for small business to secure equity capital 
than for big business which has access to large money markets. In other words, 
investors are reluctant to invest material sums of risk capital in small busi- 
hesses, sO long as the Federal income-tax law limits the amount of deductible 
capital losses to $1,000 per year for 5 years. I have advised clients not to make 
investments where the possible loss is greater than the amount of realized 
capital gains which they have. The risk of sustaining a nondeductible loss is 
just too great in relation to the possible after-tax profit. 

2. The difference in the rates of Federal income tax on small corporations 
and their stockholders forces small corporations to continuously adjust the 
salaries of the manager-stockholders to try to reduce the overall tax to the 
minimum. This juggling, if you please, has in many instances produced exceed- 
ingly uneconomic results. I have observed that the salaries of manager-stock- 
holders advance as soon as the corporation gets into the 52-percent bracket, 
and during the excess-profit years some of the increases were startling. Obvi- 
ously the disbursement of salaries in order to minimize overall taxes is very 
often not compatible with the sound economic growth of the corporation. This 
problem is, of course, not present in the case of the large corporations where 
the corporate tax rate is fixed and management is dealing more at arms length 
with the stockholders. 

3. The limitation of accelerated rates of depreciation to new facilities oper- 
ates against small business in its competition with big business, because it is 
often forced to buy used equipment for financial reasons. This is particularly 
true in respect of the larger types of investments such as buildings and heavy 
equipment. This penalty is, of course, a secondary result of inadequate sources 
of capital. 

4. The penalty provisions of section 531 of the Internal Revenue Code prevent 
small corporations from accumulating reserve funds to carry themselves over 
periods of recession. The present law permits the accumulation of $60,000 of 
retained earnings which is a step forward, but in my opinion, the amount is very 
inadequate. In these days of inflated prices, $60,000 just doesn’t go very far; 
and as soon as that amount is reached all additional amounts are subject to 
scrutiny under the law. I realize that the problem is not as pressing as many 
others ; however, it is another pitfall which all closely held corporations (which 
are usually small businesses) must avoid, and which large corporations need not 
worry about. 

My opinion regarding the various relief provisions suggested by the commit- 
tee’s counsel are as follows: 
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1. I think it would benefit small business if the estate tax could be paid in in- 
stallments over a period of years. However, I doubt if a satisfactory method 
could be developed to secure the payment of the tax. 

2. I see no substantial advantage to small business in permitting individuals or 
partnerships to be taxed as corporations. It is my opinion that the exact opposite 
type of election should be permitted as explained below. 

3. I have previously stated that I believe accelerated rates of depreciation 
for used as well as new facilities would benefit small business. 

4. Among the clients I serve, a provision permitting a proprietor to be treated 
as an employee under a qualified pension plan, would not be of much benefit. 
Perhaps this is because most of my clients are small, small businesses, but I don’t 
see much benefit to small business as a whole, 

5. A previously expressed, I feel that it would be beneficial if corporation rates 
were comparable to individual rates in the lower- and middle-income brackets. 

6. I am not sure what is meant by a “standard deduction for small business.” 
If the deduction refers to ordinary business expenses, I don’t believe it is very 
practical, as I cannot see why two different types of businesses should be allowed 
an equal deduction; and certainly it would be impossible to have a different 
standard deduction for each kind of business. 

7. I have considered the possibility of a deduction for capital expenditures 
for many years. It appears to me that a deduction for additional general in- 
vestments in a business would be too complicated to administer. I do, however, 
see merit in allowing deductions for the purchase of specific pieces of equipment— 
limited, however, to a percentage of net taxable profit and a limitation on de- 
preciation of such deducted items and their tax bases. 

8. I strongly favor increasing the corporate surtax exemption to $50,000 as a 
less desirable alternative to graduated rates for the same basic reasons stated 
above concerning graduated rates. 

9. I believe I have already said enough about corporate tax rates without com- 
menting on a reduction of corporation normal tax rates. 

In summary, it is my opinion that the most practical and effective relief 
measures needed by small business are: 

(a) A relaxation of the limits on deductible capital losses both for corpora- 
tions and individuals, so that more risk capital would be available to small 
business. 

(b) Allow shareholders of corporations with not over five groups of ownership 
to elect to report the corporate business as a partnership. Also, allow such 
corporations to distribute up to 30 percent of their taxable profit to the share- 
holders tax free. These provisions should be accompanied by appropriate ad- 
justments of the tax bases of the shares in the hands of the shareholders; and 
administrative procedures requiring the maintenance of adequate records of 
ach such transaction. 

(c) Graduate corporate tax rates so they will be comparable with those of 
individuals in the brackets up to 50 percent which at the present rates would 
be up to about $35,000, with a flat corporation rate above that amount. I am 
aware that my opinion is contrary to the position of former Treasury Secretary 
Humphreys, Congressman Reed, and the National Association of Manufacturers. 
Their chief objection seems to be that since a large percentage of the share- 
holders of large corporations are small income taxpayers, and since small corpo- 
rations are usually owned by taxpayers with larger incomes, the graduated 
rates would penalize the small-income shareholders. I think this argument dis- 
regards the fact that there is probably not a single corporation with a large 
number of shareholders—say over 1,000—which does not ordinarily earn over 
$100,000 per year. The old argument that a progressive tax prevents expansion 
is also used, and in almost the same breath, the argument is made that 85 
percent of all business is unincorporated which of course has graduated rates. 
In my opinion the shareholders of large corporations would not be materially 
penalized and small business would be benefited. 

(d) Permit accelerated depreciation rates for used equipment. 

(e) Fix an annual amount of earnings which may be retained without penalty 
with no cumulative limit. 

(f) Allow an elective deduction for the purchase of equipment, with limits 
in relation to a percentage of taxable income, together with related limits on 
depreciation of such assets and their tax bases. 

I have been authorized to present a statement by the taxation committee of 
the Oregon Society of Certified Public Accountants. Generally this statement 
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favors four of the same proposals which I have presented; i. e, (1) accelerated 
depreciation for used equipment, (2) graduated corporate rates up to $50,000, 
(3) election by small corporations to report as partnerships, (4) eliminate or 
ease the limitations on capital losses for corporations and individuals. The 
committee does not agree with my suggestion for a deduction in respect to capital 
expenditures because it would be a departure from generally accepted account- 
ing principles. It does favor a provision allowing a deferment of income taxes 
in respect to profits which are reinvested in the business. In addition, the Com- 
mittee recommends that partnerships be permitted to elect to end their fiscal 
years in line with the natural business year of the industry. 





OREGON Society Or CERTIFIED PusBLIC ACCOUNTS, 
Portland, Oreg., November 12, 1957. 
To the United States Senate Select Committee on Small Business. 

GENTLEMEN: As a public service and in the interest of providing tax relief for 
small business, the taxation committee of the Oregon Society of Certified Public 
Accountants wishes to offer the following recommendations which have been 
approved by the board of directors of the society. 

1. Accelerated depreciation for used equipment similar to accelerated depre- 
ciation for new equipment. 

2. Graduated corporate income tax rates for income to $50,000, similar to 
graduated individual income tax rates. 

3. Election to tax small corporations with limited numbers of stockholders 
as partnerships or sole proprietorships. 

4. Eliminate or ease the limitation on the deductibility of capital losses for 
corporations and individuals. 

5. Enable small business to accumulate working capital required for growth, 
for instance: Permit small business to elect to defer the payment of income taxes 
in years in which earnings are invested in additional plant after depreciation 
charges, inventories, or receivables. Such deferred taxes could be made payable 
over some prescribed term with a provision for acceleration of payments in 
years in which the net investment in such assets decreases. 

6. Permit partnerships to elect fiscal year endings in line with natural busi- 
ness year of each industry. 

Respectfully submitted. 

FRANK A. MCMENAMIN, 
President. 
JOHN LOBACK, 
Chairman, Taxation Committee. 


Senator Morsr. Senator Thye, do you have any questions? 

Senator Tuyr. No questions. 

Senator Morse. Mr. Counsel ? 

Mr. Ertcxson. No questions. 

Senator Morse. Mr. Stults? 

Mr. Sruuts. No questions. 

Senator Morse. ‘Thank you very much. 

Mr. Drerricu. Thank you. 

Senator Morse. Now, I’m going to do my best to get on schedule if 
you can hold with me for one more witness, and he’s a good witness, 
Mr. Roscoe L. Fanning, Chevrolet Co., Gresham, Oreg. 


STATEMENT OF ROSCOE L. FANNING, FANNING CHEVROLET CO., 
GRESHAM, OREG. 


Mr. Fannrne. Senator Morse and Senator Thye, my name is Roscoe 
L. Fanning. I live in Gresham, Oreg., which is 12 miles east of Port- 
land. I have been in the automobile business 21 years, the past 11 
years of which as coowner of the Fanning Chevrolet Co. It is a 
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privilege to have this opportunity to appear before your important 
committee to express my views and those of the automobile dealers 
of Oregon on the effect of Federal taxation on our businesses. I am 
not an expert in the field of taxation, but as an automobile dealer and 
a small-business man, I do have a first-hand know ledge of what the 
present Federal tax structure is doing to my business and to the other 
dealers in this area. 

The retail automobile business has many ramifications which are 
peculiar unto itself. One is the amount of working capital we re- 
quire. We must continually maintain an adequate working capital 
position so that we may accept used cars as trade-in on new auto- 
mobiles, handle our accounts receivable, meet our payrolls, and pay 
our bills. As we grow we have to expand our physical facilities. 
This requires that we have a substantial amount of cash available. 
Without this liquid capital or cash, the dealer is reduced to what is 
commonly known in our field as a frozen position. When in a frozen 
position, a dealer must sacrifice profitable business in order to conserve 
his working capital. He can, therefore, no longer operate his busi- 
ness competitively, expand it, or sell his product or services in a 
normal manner. 

A reduction in normal income-tax rates is one way that you would 
help us in meeting our liquid capital requirements. High Federal 
taxes, the manner in which they are assessed, and the method of pay- 
ment required, all tend to affect our business by reducing the working 
capital available to us. 

To meet this situation, many times an automobile dealer has to 
do one of two things. He has to go to a bank and borrow money at 
a high rate of interest on short term, or when his capital position is 
such as to allow him to go to his finance company, he draws on his 
own dealer reserve which he has accumulated over a period of time 
from contracts he has cashed at the finance company. In either case, 
the solution is not ideal because the dealer is not able to build his 
working capital position into a more liquid state for future expansion 
of his business, or to replace needed outworn equipment and still 
maintain a liquid position because of his repayment obligations. 

Relief can also be given to our tax burden by changing the de- 
preciation tax schedules. To cite a particular example of the in- 
equity of the present tax law, permit me to mention a situation from 
my own agency. Fifteen months ago, in order to effect clerical 
savings, I purchased a new accounting machine. The cost was $5,500. 
This particular machine is being depreciated on an 8-year schedule 
based on its expected life and usefulness. If I were to replace that 
machine today, the cost would be over $6,000—the increase being en- 
tirely inflationary. - If the present inflationary trend continues, at the 
end of 8 years, when the machine will be replaced, the cost will have 
risen to an estimated $7,500. Now, where do I get the $2,000 difference 
between the depreciated cost of this accounting machine and its re- 
placement cost? The answer, of course, is out of profits—profits after 
taxes. But in order to get $2,000 in profits after taxes, I must earn 
well over $4,000 before taxes. 

An automobile dealer has many thousands of dollars invested in 
equipment which he uses every day, and it is wearing out at a much 
faster rate than the present Internal Revenue Code allows us to de- 
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preciate it because of the inflationary trend. Therefore, we never 
catch up and are never in a position to replace that equipment at the 
figure we carry it on our books. In other words, we feel that we 
should be able to base our depreciation value on replacement costs. 

We urge that Congress recognize the need for more realistic treat- 
ment of depreciation under the tax laws, so that business can treat as 
costs those things which are costs; while Government treats as profits 
those things which are profits; for inflation has utterly destroyed the 
original intent and purpose of the depreciation provisions of our 
present tax laws. 

Bill H. R. 5735 provides that any business firm (incorporated or 
unincorporated, or self-employed person) is entitled to deduct from 
net income before taxes an amount equal to additional investments in 
depreciable assets or inventory during the taxable year of $30,000, 
but not more than 20 percent of net income, whichever is smaller. 
The advantage of this writeoff should be obvious to everyone. It is 
believed that any tax credit for expansion or replacement of de- 
preciable assets will act as a real stimulus for every segment of our 
business. In order to expand and modernize our ‘business, we feel 
that more tax-free earnings should be available from our profits. 
Many believe that it will be such a business stimulant that there will 
be no actual long-term loss in revenue to the Federal Government, 
but rather, an increase in tax revenue will result from the expansion 
business will enjoy. 

We, the Oregon automobile dealers, are convinced that the corpo- 
rate tax rate on small business today is exorbitant, destructive, and 
unnecessary. We recognize fully that the Federal Government must 
have funds for essential purposes which are available to it only 
through taxation. However, we feel that it is generally conceded 
that there are wastes, duplications, and nonessentials that could be 
eliminated from Federal expenditures that would make it possible to 
reduce taxes without reducing Government services. Every effort 
should be made by Congress to effect such savings. 

We further feel that the present Federal tax rate is discouraging 
private enterprise and the formation of new small businesses. If an 
individual or group fully investigates the tax aspects of a newly 
contemplated business venture, as should be done, he often withdraws, 
concluding that the possible gain, after taxes, does not justify the 
risk. If our present tax structure discourages the formation of new 
small businesses, it is destructive to the future economy of our Nation. 

And finally, the present high tax rates are unnecessary, because a 
reduction in them would undoubtedly result in increased business 
activity which, by volume alone, would tend to increase governmental 
income from lower tax rates, for expansion, coupled with good man- 
agement, can only result in additional net taxable income. Our tax 
structure at the present time, tends to eliminate small business from 
the American scene, and by so doing, the point of diminishing returns 
to the Federal Government has been reached. 

In closing, Mr. Chairman and gentlemen of this committee, may 
I again emphasize the real need for tax relief for small business. I 
am sure you recognize the Federal budget may be cut, and should be 
cut. Regardless of that, however, tax rates must be lowered in order 
to preserve in our economy—small business. Small businesses are 
the backbone of American economy. 
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I want to thank you all in behalf of the automobile dealers of 
Oregon for allowing me to bring this statement to you today. 

Senator Morse. Mr. Fanning, it’s a very good statement. I think 
you will be pleased to know that it is a statement that has been 
joined i in by automobile dealers wherever we have held these hearings. 
This is a common story and it’s important to get it into the record here 
in Portland because by the very repetition of it, by the cumulative 
effect of it, I think it will make an impression on the Congress. I 
have no questions. 

Senator Thye? 

Senator Ture. I have no questions. It’s a good statement. 

Senator Morse. Thank you very much. 

Mr. Fanninc. Thank you very much, gentlemen. 

Senator Morse. We will stand in recess until 2 o'clock. 

(Whereupon at 12:55 p. m., an adjournment was taken to 2 p. m. 
that same day.) 

AFTERNOON SESSION 


Senator Morse. The hearing will come to order. The following 
statements will be inserted at this point in the record. A letter to 
the chairman of this committee signed by Mr. Huffschmidt, dealing 
with the problems confronting this committee as he sees them. I 
want him to know that we appreciate very much having this statement 
for the record. 

(The document referred to follows :) 


WESTERN Founpry Co., 
Portland, Oreg. 
Senator Joon SPARKMAN, 
Chairman, Senate Small Business Committee, 
Senate Office Building, Washington, D.C. 


DEAR SENATOR SPARKMAN: My longstanding interest in the future of the 
American free enterprise system in general and the small-business climate in 
particular prompts me to request that the brief remarks to follow be included 
in the record of your November 15 committee hearings here. 

I speak not only as president of Western Foundry Co., employing about 100 
persons, but also as president of Columbia Empire Industries, Inc., representing 
more than 400 member firms in Oregon and southwestern Washington. 

Honest reexamination of Federal taxation’s impact on small business is wel- 
comed, as are any efforts to acquaint small-business men with various proposed 
relief measures. 

Further, I earnestly hope that committee members and all other legislators 
will give just consideration to opinions, criticism, and recommendations of tax- 
oppressed small-business men. 

And finally, recalling that the stated intent of the committee’s current series 
of hearings is toward “drafting of an all-inclusive small-business bill,’ I urge 
that fair attention be directed toward the tax moderation philosophy as ex- 
pressed in legislation proposed by Congressmen Sadlak and Herlong. 

Too often I hear from business associates the same story—that they are 
engaged in taking a long, hard look at a proposed investment because the exist- 
ing tax structure contributes to the uncertainty of a fixed return. 

And, because our firm currently faces a $250,000 investment in a physical 
plant shift forced upon us by a highway site condemnation action, I know all 
too well just what they are talking about. 

I speak for many, I know, when I stress that the tax burden must be less- 
ened overall, not just shifted between segments of the Nation’s population. 
The Sadlak-Herlong plan is a big step in that direction. 

Very cordially yours, 
WESTERN Founpry Co., 
Epw. G. HUFFSCHMIDT, 
President. 
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Senator Morss. There will also be a statement inserted at this point 
from Mr. Leo F. Perrault addressed to the committee. Mr. Perrault 
is a publisher and we are very glad to have his statement made a part 
of this record. 

(The document referred to follows :) 


PouLsBO, WASH., November 15, 1957. 
SENATE SMALL BuSINESS COMMITTEE, 
Washington, D. C. 

GENTLEMEN: In order that there shall be no confusion in the proper definition 
of small business, I offer my own interpretation of the term. To me and my over- 
worked helpmate, Mrs. Perrault, small business is one that employs not over 10 
persons and possibly the figure should be lowered to 5. 

I have no statistics covering the number of small businesses in the Nation that 
come within this category, but I am sure even a cursory study would reveal that 
there are thousands of them and they constitute a large portion of the economy 
of the Nation. 

If small business is to survive, there must be a distinction between those of us 
who do a gross business of thousands of dollars per year as against those who 
gross millions. So far that distinction exists in name only as far as the Internal 
Revenue Department's tax-collecting methods are used. 

Small business must withhold income taxes of its employees, must provide 
them with statements showing what has been deducted, must file all this infor- 
mation with the department, besides paying the income tax due from the owners 
of this business even if there has been no profit. 

In my case, this year we also had to file for the first time a Federal unemploy- 
ment return because we have more than four persons working for us. Because 
of the uncertainty on our part of what was required, we had to employ the 
services of a certified public accountant to make sure we were doing it right. 
The tax amounted to $36, but the accountant’s fee was another matter that had 
to be paid because we did not know the answers. 

Big business can take these things in stride because it has an accounting 
department set up for such purposes, and aithough it may be true big business 
also feels the added expense, it is nothing compared to the skin shaving that 
small operators feel when they must either find the extra hours after a hard 
day’s work to do it or hire the services of someone to do it for them. And that 
means money out of pocket that small business can ill afford these days. 

Since this hearing is for the airing of Federal Government matters, I shall 
try to confine my complaints to that field. However, in order that you gentlemen 
may understand better the feeling of many small-business men in the State of 
Washington the whole tax picture, I feel it necessary to remind you that in this 
State we must pay all of the unemployment compensation, all of the medical 
aid, collect 344 percent sales tax as well as an equivalent compensating tax on 
purchases made out of State, and then collect one-half of social security and pay 
the other half for employees, and then pay a heavy business and occupation tax 
simply because we are either foolish or brave enough to want to be in business. 

All these little items add up to a multiplicity of forms that must be filled 
out either quarterly or every other month with a check enclosed. I leave it to 
your imagination the number of hours my long-suffering wife puts in on these 
little gems. She works without compensation in the form of a weekly pay check. 
She hopes, as I do, that the end of the year will find us with about the same 
amount of money I alone could earn if I worked for the other fellow with no 
responsibility other than doing a competent job for 8 hours 5 days a week. We 
feel fortunate now if we work not more than 60 hours to publish an 8-page weekly 
newspaper. 

We entered the publishing field 13 years ago with high hopes and great ambi- 
tion. We have made good progress. Our plant has doubled in size and the 
gross business has grown from slightly over $10,000 13 years ago to $41,000 in 
1956. 

For the first year in business my wife, one high-school boy, and myself pub- 
lished the paper. Now we have 4 full-time employees and 3 part-time, besides 
Mrs. Perrault and myself. With the exception of 1 year, our greater profit was 
made the first year we were in business. 

As the years rolled by that hope and ambition has diminished because of the 
increasing burden placed upon us by taxation. 

I have no hesitancy in telling you gentlemen that instead of laying plans for 
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future development of our newspaper, Mrs. Perrault and I now look with increas- 
ing interest toward the prospect of selling out. In this we are not alone in 
Poulsbo. I note with increasing regularity my business colleagues are thinking 
along the same line with a note of frustration that is not good. 

So far I have registered complaints. Undoubtedly you have heard many more 
during these hearings you are conducting. Out of it I earnestly hope you 
will reach some conclusions that may help relieve a serious condition. 

My only suggestions are that so far as income-tax collections are concerned, 
it may be too much to hope that employees should be required to make their 
own returns. Thus they will have a far better idea of what taxation means 
today and the employer will be relieved of a job that requires much of his time. 
Failing in this suggestion, I don’t think it unreasonable that employers should 
be reimbursed for the time consumed in the task. 

Small-business men do not expect their employees to work for nothing. 
Why, then, should the employer be expected to do it? That, gentlemen, is 
slavery. 

The form of compensation could be in increased exemptions for employers 
in the really small-business category. There may be other means you have 
heard of, but I leave this thought with you in the hope that it may be of 
help to you in your deliberations. 

Possibly the most distasteful feature of income tax from the employer’s 
point of view, other than the fact that he must pay a high rate for wasteful 
spending by bureaucrats, is the fact that his Government does not trust him 
to make a fair return at the end of the year. 

The present law requires that he must estimate on a quarterly basis. If he 
estimates too low, he is subject to penalties. If he estimates too high in order 
to protect himself, he receives no interest for the time his Government has 
kept his overpayment. 

This coercive measure does not make any employer’s loyalty to his Govern- 
ment swell to a noticeable degree. He feels that he is being unjustly labeled 
a bad character who cannot be trusted. Therefore, he must pay before he 
makes it. 

Since it is incumbent upon employers to estimate their incomes, a tricky 
problem at best, is it unreasonable to expect employees to do the same? Most 
of them are on stable incomes that should pose no great difficulty for anyone. 

My conclusions on this point should be obvious to you gentlemen. 

Yours respectfully, 
Leo F. PERRAULT, 
Publisher, Kitsap County Herald. 


Senator Morse. There will also be included at this point in the 
record a letter from George T. Cochran of La Grange, Oreg., setting 
forth some very valuable suggestions for the committee in regard 
to the problems of this committee. 

(The document referred to follows :) 


CocHRAN & EBERHARD, 
La Grande, Oreg., October $1, 1957. 
Senator WAYNE MORSE, 
Senate Small Business Committee, Washington, D.C. 


Dear Sir: I am sorry I cannot be with you at the hearings on November 14 
and 15 for discussion of the impact of Federal taxation on small businesses. 

I have a number of clients who conduct small mercantile businesses. Every- 
thing that they buy has a price fixed. If he deals in clothing, he has to handle 
a brand of clothing that is generally well known. If he handles food or groceries, 
the pure-food laws and the various inspectors see that he is handling good stuff 
and enables the big-business man to be his supply. The big-business man, of 
course, fixes a price whereby he can make a profit. His profits are proportionately 
larger than the profits of the operator of a small business. As a result, the 
small-business man does not have the items of expense that are deductible from 
his gross profits and therefore the amount of profit that is taxable is proportion- 
ately greater for the operator of small businesses than it is for the big-business 
man. The operator of a large business has clerk hire, storage, transportation 
expenses, which the operator of a small business does not have. The large-busi- 
ness man also divides his business up into sections so that one section might 
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show a great loss while another section shows a profit and the loss is charged 
against the profit. 
As a result, the operators of small business are going out of business and 
the operators of large businesses are placing units in a great number of places. 
Yours very truly, 
Gro. T. CocHRAN, Attorney. 


Senator Morsr. There will also be inserted in the record at this 
point a letter which we received from the National Federation of In- 
dependent Business, signed by C. Wilson Harder. It will be made a 
part of the record at this time. I want to s: ay to Mr. Harder and the 
members of this federation of independent business that I per sonally 
thank them for the great help they have been to me on various occasions 
in regard to small- business problems. 

(The document referred to follows :) 


NATIONAL FEDERATION OF INDEPENDENT BUSINESS, 
Burlingame, Calif., November 14, 1957. 
Hon. WAYNE Morse, 
Senate Small Business Committee, 
Washington, D.C. 

Dear SENATOR Morse: I regret my inability to appear and testify before 
your Senate Small Business Committee Tax Subcommittee at your hearings at 
Portland, Oreg., and would appreciate your reading this letter into the record of 
these hearings to make clear the position of the National Federation of Inde- 
pendent Business on the issue of taxes. Briefly, it is this: 

Our members have long heard and long since read the tax-cut promises made 
by the parties last year, and subscribed to by many individual Members of 
Congress. They want the Senate Small Business Committee to do everything 
within its power, during the forthcoming second session of the Congress, to help 
put these promises into effect. 

We are depending on your committee to a very great extent, because we 
know that you have set up as an authority on the problems of small business 
in the Senate, just as your House counterpart has been established in the lower 
Chamber. We believe that your authority, which carries with it the right to 
speak for independents, also carries a responsibility to speak for independents— 
and it is particularly necessary that your committee speak loud and clear to 
make independents’ needs known and recognized in the tax cut “Tower of 
Babel” that has arisen at Washington, D. C. 

As far as our members’ sentiments are concerned, don’t take this from me. 
Rather, take it from them. As you know, our members directly determine the 
federation’s stands on various issues through a continuing series of polls 
through our publication, the Mandate. Here is what they have had to say on 
the subject of tax reductions: 

In our mandate No. 225 (October 1956) we asked them “Are you for or 
against Congress making small-business tax cuts No. 1 objective for 1957?” 
Some 78 percent of them answered in the affirmative. 

In our mandate No. 226 (December 1956) we asked them “Are you for or 
against action by Congress to permit individuals and businessmen to spread 
payment of inheritance taxes over a period of 10 years, if desired?’ Some 80 
percent voted for this action. 

In our mandate No. 226 we asked them also “Are you for or against action by 
Congress to reduce tax rates from 30 percent to 20 percent on the first $25,000 
of business income?’ Some 91 percent of them, incorporated firms as well as 
individual proprietorships and partnerships, shouted a resounding “Yes.” 

When I say “shouted,” I mean just that. Believe me, our members—your 
own constituents—businessmen and professional men—are voting their fed- 
eration ballots on these issues today with an earnestness and in a quantity we 
have never recorded before. Members of the House receive these ballots, and 
know just what I mean. 

And here are a few echoes: in mandate No. 227, a 71 percent vote for a pro- 
posed $50,000 maximum chargeoff yearly for expansions and improvements— 
in mandate No. 229, an 84 percent vote for a bill to permit deduction from tax- 
able income the first $1,000 spent for expansions or improvements—in mandate 
No. 229, an 85 percent vote for a bill to permit installment payment on busi- 
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ness estate taxes—in mandate No. 229, 78 percent vote for a bill to permit un- 
incorporated business proprietors tax exemptions for personal pension plans— 
in mandate No. 231, a 57 percent vote for a proposal to let independents decide 
if they want to pay taxes at corporation or partnership rates—in mandate No. 
233, a 69 percent vote for a bill to permit independent businessmen to average 
their income for computation of taxpayments. 

This reaction isn’t surprising. Our close contacts with independents through 
our over 100 full-time representatives who talk with upward of 1,000 
business and professional men daily in all lines of endeavor and in all parts 
of the Nation show us clearly that a wave of rebellion has been welling up 
against high tax rates. 

This isn’t strange. Our nationwide grassroots contracts show most business- 
men would agree with the federation member who wrote recently: 

“It is my opinion that the point of diminishing returns has already been 
reached, as far as taxes are concerned. High taxes have eliminated the pos- 
sibility of any appreciable reward with the result that many are liquidating 
their businesses while others are trimming down their operations to get in shape 
so that they can liquidate with a minimum of loss.” 

Against this background, consider the hopes you stirred up last year in your 
tax-cut and tax-revision pledges. Then think of the sentiment which must be 
loose because these people now hear— 

That the tax-cut program can’t be followed because of needs for Govern- 
ment spending, when they have every reason to feel, Sputnik notwith- 
standing, that with some small exceptions the administration and Con- 
gressmen must have foreseen the shape of spending to come before they 
went down the line for tax-reduction promises. 

That taxes can’t be cut because this might unbalance the budget; this 
after the administration has recommended, and Congress has largely con- 
curred in, multi-billion-dollar expenditures for farmers, veterans, foreign 
aid, etc., all of which in themselves tip the scales toward the red-ink 
area, 

The President himself made a solid point in this direction a few months ago, 
entirely without intention. Talking about a move to reduce foreign-aid funds he 
said, ‘To cripple our program for mutual security in the false name of ‘economy’ 
can mean nothing less than weakening our Nation. To try to save money at 
the risk of such damage is neither conservative nor constructive. It is reckless.” 

We submit it is equally reckless for the administration and Congress, for the 
sake of economy, to deny smaller firms the nickel and dime tax cuts they badly 
need, while Government continues pouring billions into programs to help others 
inside and outside our country. Talk about strengthening the free world. How 
about strengthening the independent business backbone of the country on which 
the free world is leaning? 

And that smaller corporation tax rate can’t be cut as promised because this 
would discriminate against unincorporated firms, when they have been told 
already that Congress may well not be able to reduce taxes on unincorporated 
firms without at the same time reducing rates for all individuals, which it is 
said could be an impossibility. 

Certainly the record will show that we have worked consistently and 
energetically for tax revision and reduction favoring unincorporated firms. Be- 
cause we reflect the desires of our membership, and because a goodly share of our 
members used the unincorporated business form, we could do no less. We do 
think that they should be favored with enactment of legislation such as by 
Representative Jenkins and Keogh and by Senator Sparkman, which would aid 
them in building their own pension and retirement programs, and by legisla- 
tion which would permit them to build badly needed rainy-day reserves, and by 
measures that would cut through tax redtape and uncertainty. But we do not 
think that they should be used, consciously or unconsciously, as a tool to confuse 
the situation and deny tax cuts for all small-business men. 

Now in view of all this, there would seem to be every good reason for our 
members, and other independents, to suspect that at least an effort has been 
made to lead them down the primrose path. 

But, while this evil suspicion is lurking hardly hidden, they—and we—are 
still cockeyed optimists enough to believe that shown the light forcibly enough, 
Congress will make good on its tax reduction and revision promises. 

Why? Because we know that you know these revisions are absolutely neces- 
sary. Years of study by the administrative and legislative branches show it’s 
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necessary. There’s hardly more reason for us to explain to you the whys and 
wherefors than for us to explain to you that the sun rises in the morning and 
sets in the evening. 

For instance, your committee commented as follows in its seventh annual 
report, published in January of this year “* * * small business requires im- 
mediate and meaningful assistance (in the area of tax reduction). All of the 
established barometers indicate that the smaller, independent firms, the hard 
core of our free-enterprise system and our basic safeguard against monopoly 
and concentration of economic power, are indeed in a most precarious position. 
Your committee believes that the Nation cannot afford not to assist small firms 
by lessening the impact of high business taxes.” 

And then, your chairman told the Senate Finance Committee, in March “I 
am not being overdramatic when I say that the entire free-enterprise system 
of the United States is threatened if the Congress does not take prompt action 
to revitalize the smaller segments of our economy and remove from them the 
stultifying burden of present high personal and corporate tax rates.” 

* * * Because we can’t believe that you would deliberately stir up such hopes 
for tax relief among those who’ve lived for years on a starvation diet of un- 
fulfilled promises, with no firm intention of making good. After all, other 
considerations aside, the honor of our political system and of members of both 
parties is also at stake. Heaven help us if more confidence in our Congress 
goes down the drain. 

You know, we can’t afford to ignore the warning signs posted in the book 
The Coming Caesars In America, reviewed recently in U. 8S. News & World 
Report. Certainly anything that undermines confidence in Congress is some- 
thing that promotes the trend away from liberty and freedom spotlighted in 
that book. It would be too bad for those in Congress to be responsible for this 
themselves. 

Finally, Senator, we’ve read and heard a lot about the alleged Cadillac 
crusade. Despite all this, we’ve seen that crusade come across on promises it 
could handle without assistance by Congress. We would suppose, that those 
who criticize the Cadillac gentry, themselves drive model T’s. 

Whether this is so, or whatever kind of a crusade they mount, we would like 
to see them get into gear, and produce some action on the promises which 
Congress must handle, and first among these to come across with the tax re- 
ductions and revisions which the parties made to independents in 1956. 

With best wishes, 

Sincerely, 
C. Wiison Harper, President. 


Senator Morse. Anything else, Mr. Counsel ? 

Mr. Erickson. No. 

Senator Morse. Our first witness this afternoon will be Dr. Charles 
E. Johnson, professor of business administration, University of Ore- 
gon. I am ielnehtad to have you with us, Dr. Johnson. Come and 
testify in your own way. 


STATEMENT OF CHARLES E. JOHNSON, PROFESSOR OF BUSINESS 
ADMINISTRATION, UNIVERSITY OF OREGON, EUGENE, OREG. 


Dr. Jounson. I am very happy to be here this afternoon. I have 
filed with this committee a fairly extensive statement and I will 
attempt merely to summarize the points on it and to hit some of the 
highlights and then you may 

Senator Morse. Proceed anyway you want. 

Dr. JoHnson (continuing). Wish to direct questions. My connec- 
tion with the field of taxes is not—I have no claim to being an au- 
thority in the field of public finance. My connection with the field 
of taxes is educationally as a professor in the school of business ad- 
ministration who is involved in the training of professional account- 
ants in serving clients in the preparation of income-tax returns. 
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My particular concern in connection with what I know about the 
Federal tax law is with the question of equity—intertaxpayer equity. 
And in my statement I have started out by pointing out that there 
are essentially two viewpoints that one might take with respect to 
the taxation of small business. One is that small business ought to 
be treated equally with any other kind of business and individuals, 
in other words, on equal terms. 

The other view is that the tax structure ought to rest more lightly 
on the shoulders of small business for one reason or other. I think 
that there are some strong arguments in favor of the view that equality 
ought to be the objective. I have listed five of them here. 

In the first place, special provisions of the tax law that are designed 
to favor particular groups are in conflict with the idea of equity— 
may be in conflict with the idea of equity. That persons in similar 
economic positions ought to be treated equally under the tax law. 

Special provisions of the law that are designed to favor particular 
groups often have the effect that persons get the benefit without 
achieving the objective that you desire to attain. There’s no assur- 
ance in some special provisions that you will get what you are driving 
at. This ought to be an objective in drawing a special provision. 

In the course of time special tax benefits tend to be enlarged to 
include people who argue that, well if this group is entitled to this, 
then I also ought to be entitled to it. And the first thing you know, 
you are getting people under the special provisions who were not 
within the original objectives. 

Special benefits tend to be buried in some fairly complex provisions 
of the tax law that are not very well understood by the public and not 
well recognized. And finally, the point that was made several times 
this morning, often a case that some particular group is entitled to 
tax benefits looks pretty reasonable on the surface, and still you start 
looking around for the person that ought to bear the burden, the off- 
setting burden of the reduction that you are going to give. Given a 
need for a certain amount of revenue, in other words, if you take taxes 
away from this group, you have to add it to some other group. 

Now the primary argument—those are arguments in favor of equal- 
ity of treatment and against special tax benefits. Primarily the 
argument in favor of the view that business should get special tax 
benefits I think has to rest upon the fact that small business is at a 
disadvantage in some other respect, nontaxwise. Competitively, in 
other words. And that therefore tax policy is one means of offset- 
ting this competitive disadvantage. 

Now as a rough generalization I think it would be—I would be 
willing to admit that small business is at a disadvantage competi- 
tively with large business. Then the question is, in shaping the tax 
structure should you attach a penalty tax to large business? This 
would be one way of equalizing it. Should you give particular tax 
benefits to small business, or should you try a combination of both? 
I don’t think that there is an argument—an argument can be made 
for the fact that small businesses are at a competitive disadvantage 
with everyone else in the economy including salaried and wage per- 
sonnel. Therefore, in assessing the effect of a particular tax provi- 
sion, I think you ought to distinguish between the case in which small 
business will reap an advantage over the large business from the case 
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in which small-business men will reap an advantage over all other 
taxpayers in the economy. I think the equity argument is much 
stronger in the second case than oe in the first. 

I’ve pointed out some areas here—I don’t know that it’s necessary 
to go through them—in which I think the present tax law does operate 
in favor of small business. In other words, one of the questions we 
were asked is, Does the present tax law discriminate against small 
business? Do you havea copy of this? 

Senator Morsr. Your entire statement is going to be made a part 
of the record. 

Dr. Jounson. Yes. You havea copy there? 

Senator Morse. I have a copy. 

Dr. Jounson. Oh, I see. 

Senator Morse. The full statement will be made a part of the 
record. 

Dr. Jounson. I had some extra copies here. 

Mr. Srutts. Do you have some extra copies ? 

Dr. Jounson. Yes | passes copies around }. 

Senator Tuyr. Thank you very much. 

Dr. Jounson. I have pointed out about five areas where I think the 
present tax law does operate already in favor of small business. We 
have some graduated rates in the law at the present time, both for 
individual rates and corporation rates. 

There is a “pay as you go” provision for corporations that is limited 
to corporations having $100,000 of income or above, which means, in 
effect, that corporations whose—excuse me, whose tax is $100,000 or 
above—corporations whose tax is smaller than this therefore have an 
advantage of postponing the payment of their tax for a time. 

The accumulated earnings tax doesn’t apply to the first $60,000 of 
income. And then, finally, we have an election at the present time 
which allows the owners of unincorporated businesses to be taxed as a 
corporation if they choose. 

For the most part, the benefits that are in the law at the present time 
favor companies with small taxable incomes, and therefore if you 
want to argue that this benefits small business, you have to argue that 
small business and small incomes are the same thing. This, obviously, 
is not true inallcases. A large business may have a small income, but 
I think in general you can assume a correlation between small income 
and small business is there. 

There is one possible exception to the statement that the present tax 
law does operate in favor of small business and that is that current 
high levels of individual and corporate income taxes work to the 
greater detriment of new businesses than established businesses. And 
since most new businesses, I presume, tend to be small then I think it 

can be generally said that a high level of tax, both personal and corpo- 

rate tax, does operate to the detriment of new businesses more than 

jarge businesses. The reason I say this is because any given level of 
tax for an established business that enters into a venture, if they 
suffer losses, they have the right to offset that against other income, 
they have the right to carry over that loss under the tax law. 

A new venture, of course, if it fails, has no income against which 
to carry over the loss. Therefore in effect, the Government does not 
share in the loss of a new venture. 
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: Now this reasoning leads me to the general conclusion that if you 
' are talking about substantial revenue losses, I think a pretty good 
; case can be made that the preferred approach would be to reduce the 
levels of taxation in general, rather than to try to give particular ben- 
; efits to any individu: al gr oup. The difficulty of defining a small busi- 


1 ness, the difficulty of limiting the relief measures to those small busi- 
nesses that you want to encourage, or even to small businesses in 
general, is an argument in support of this conclusion. The gains to 


¥ be realized by small businesses from a well balanced tax system that 
operates to effect the smallest deterrent on the economy as a whole 
are probably greater than any gains you could give them from special 
benefits. 
Now in the latter part of my statement I have undertaken to com- 
. ment on each of the specific proposals that were listed in the mem- 
orandum to witnesses. I don’t think time will permit me to go 
through each of these but I might pick out several in which you have 
shown some interest in this morning’s hearing. 
With respect to the graduation of corporate tax rates, this is a 
a very well recognized and popular idea that corporate tax rates should 
a be graduated. Sometimes it’s rather difficult to make a case for it in 
ae economic terms. If you are going to graduate corpor ae tax rates, 


however, then of the proposals that you have before you, there are 
d three. One would be to increase the—there are 2 essentially, other 
than just the idea of graduating tax rates in general—1 is to in- 


” crease the exemption, the present $25,000 exemption. The other 
. would be to reduce the corporate normal tax. 

- Increasing the exemption, I think, depends upon what your defi- 
, nition of a small business is, because by increasing the exemption you 
rf are simply in general increasing the size of business that will be ex- 


if you increase this exemption to $100,000, you would have in 1953, 


empt from surtax. I have a table on page seven which indicates that 
a | 
| the latest year for which data is available, you would have eliminated 





ss all—94 percent of all corporations filing income tax returns from 
- the surtax. 
The present exemption in effect eliminates 83 percent of all cor- 
J porations filing tax returns from the surtax. So, if the aim is to in- 
ut crease the size of the business that you are interested in giving this 
° tax benefit to, then increasing the exemption would do this. 
Reducing the corporate nor ‘mal tax is merely—merely increases the 
- spread of the graduation of the present cor ‘porate tax. You increase 
nt the normal tax to 25 percent, this spread is now 25 to 52. You de- 
he crease it to 20 percent, it’s 20 to 52. This raises the question of dis- 
id crimination between incorporated and unincorporated businesses. 
it The first corporate rate has traditionally been above the first indi- 
at vidual rate, which is now 20 percent, presumably on the—with the 
an objective of roughly equating the position of the owner of a nonin- 
of corporated business with that of the owner of a corporate business. 
cy If you reduce the normal tax below 20 percent, then you are in effect 
le, | taxing earnings that are retained by corporations at a lower rate than 
| earnings retained by a partnership or individual proprietorship. 
- And presumably therefore, you are discriminating among certain 
10 


classes of small business. 
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Therefore, I think if reducing the normal tax is under considera- 
tion that you ought to consider 20 percent as the lower limit to which 
that reduction would be made. 

Now I noted this morning particular interest in two kinds of pro- 
posals on the part of both ‘Senator Morse and Senator Thye. One 
was in this question of permitting estate taxes to be paid in installments 
over a number of years. There is a provision in the present law, I 
believe, as you know, that allows the Treasury Department discretion 
in this respect. This was put in the 1954 code. If the Treasury De- 
partment feels that hardship—that they have a hardship case, they 
may allow the owner to spread his estate taxes over a period ‘of 10 
years. 

Senator Morse. It is discretionary. It places the legislative func- 
tion, in my opinion, in the hands of an administrative officer. I am 
opposed to it en principle. I think the Congress of the U nited States 
has the duty of determining what the policy should be and not some 
administrative officer in the Treasury Department. That is why I 
find as we go across the country that it hasn’t provided the relief that 
I think Congress had in mind when it put the discretionary provision 
in there. And I shall continue to vote as I do as a matter of practice 
against giving administrative officers additional matters of discretion 
such as this, I think it ought to be taken away from them and not 
given to them. 

Dr. Jounson. If the decision then is to make this a right rather than 
simply a discretionary privilege, I think Mr. Dietrich made the point 
very well and we need not elaborate on it that the only question then 
would be one of protecting the 

Senator Morse. That’s right. 

Dr. Jounson. I think that’s the only comment 

Senator Morse. You hit the nail right on the head on that one and 
we've got to find that we’re going to do it. We certainly have to find 

a procedure that will meet the objec tion that Mr. Dietrich raised to it. 

Dr. Jounson. I might point out that I think one of the incentives 
for selling out small businesses is as much the fact that this enables 
the owner to realize his gain through capital gains rather than ordi- 
nary income. 

Senator Morse. That is true. 

Dr. Jounson. That there is—this incentive may be a stronger one 
than the estate tax incentive, in any case. 

Mr. Erickson. Of course, won't that be recognized on the death of 
the business owner anyhow? By the present State tax law? 

Dr. Jonnson. You mean 

Mr. Erickson. The valuation taken in the successor’s hands. 

Dr. Jounson. The estate tax valuation is fair market value which 
picks up the difference. However, estate tax rates are considerably 
smaller than income tax rates. 

Mr. Erickson. My point was that there goes the incentive to sell, 
for capital gains reasons. And the successor to the decedent will 
necessarily get it at fair market value anyhow. 

Dr. Jounson. Yes. That’s right. Now the other point in which 
Senator Morse showed particular interest was the propos: al to permit 
the deduction of additional investment during the year, or some such 
proposal. You made quite a point this morning, Senator, of the fact 
that this was not an attempt to give any particular benefit to small 
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business. That the small business was a factor 
that we shouldn’t look at this as being a be 
Senator Morsr. I look upon the 


asset, 


Dr. Jounson. I think this is true. I think there is something to be 
said on the other side, however, that in comparing the small-business 
man to other individuals in the economy who are not in business, even 
the deferment or postponement of income tax is a benefit to the indi- 
vidual who receives it. 

Senator Morsr. That's right, 

Dr. Jonson. And therefore you are in effect 
business man a benefit that is not available to som 

Senator Morse. I think that’s true. 

Dr. Jounson, One of tie arguments against this provision is that 
you are discriminating against other kinds of savings. In other 
words, the small-business man who reinvests in his business—this 


one kind of saving in the economy, On the other hand, the salaried 
employee who must pay taxes on his salary and then take what’s left 
and turn it to productive investment. is another kind of investment 
in the e ‘onomy. When you choose to give a tax benefit to the small 
business investment, you ought to recognize that you are deliberately 
discriminating in favor of the small-business man as compared to 
other taxpayers in the economy—to the individuals. 

Senator Morse. I do. 

Dr. JouNnson, Yes. 

Senator Morse. I do. 
to discuss it at any len 


in the economy and 
nefit to the owner, 


small business as a community 


giving the small- 
eone else. 


is 


Of course, I would say—this isn’t the place 
gth—this matter of discrimination is an in- 
teresting term and is not necessarily a negative term. 

Mr. Jounson. No, that’s true. 

Senator Morse. If a discriminat ion or a diserimin 
in the Government procedure can be establishe 
proof can be established as one that wil 
then I’m not worried al 

Dr. Jounson. No. 

Senator Morse. Provided it’s legal. 

Dr. Jonnson. I think this is true. I think that from 
standpoint you must recognize where the 
giving the benefit relative to. 

Senator Morse. That’s right. 

Dr. Jounson. 


atory policy with- 
d—and it’s a matter of 
| promote public interest, 
out its being discriminatory, 


a policy 
» benefit lies and who you are 


Then the decision may be that this is exactly what 
you wanted to do and therefore taking the step. 
Senator Morse. I agree. 


Dr. Jounson. In general, aside from that aspect of it, this 
ticular provision had the advantage 


A 


par- 
in that you are attempting to 
give the tax benefit to the smal] business that does what you want 
them to do. And, presumably, what you want them to do is to in- 
vest. and—— 

Senator Tyr. And to reinvest and expand the e 
and the employment possibilities of that Pp 

Dr. Jounson. That's right. 

Senator Tnyr. That’s the only justific 
share any particular benefit by retainin 
than to pay it out in a tax. 


arning capacity 
articular business. 


‘ation for permitting him te 
g some of his profits rather 
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Dr. Jounson. That’s right. 

Senator Tire. And that’s the only justification that you could 
make for that particular exemption against a man who has suffered 
a withholding tax. 

Dr. Jounson. You're right. 

Senator Tuyr. On his salary. 

Dr. Jounson. Except that he may invest his savings productively, 
too. In other words-—— 

Senator Tye. That’s the bigger salaried individual. 

Dr. Jounson. A worker may invest his savings in a savings and 
loan which, in turn, makes a loan to an individual buying a home, or 
he may invest it in a bank who, in turn, will lend the money to a 
small business. So, individual savings are sometimes channeled into 
small businesses. 

Senator Ture. That is true; you have led the thought into a new 
channel, but, if his investments are in the form of investing his money 
through a loan agency, then the loan agency becomes the beneficiary 
rather than he, the individual who put his money on deposit to that 
agency. Isn’t that true? 

Dr. Jonnson. Well, my point was that the lending agency would 
then have more funds, presumably, to invest in small business or in 
making loans, and, therefore, the individual savings have been 
channeled into small business as well as the small-business man 
himself. 

Senator Tuyr. That is true; but that one individual, however, 
would have difficulty trying to claim any exemption because he put 
10 or 15 percent of his earnings through some sort of an investment 
agency. 

Dr. Jounson. Oh, that’s perfectly true. 

Senator Tuyr. See? That’s what I was trying to get established, 
because you can’t determine how he benefited the community. The 
investor that has the benefit of his money on deposit may operate in 
another State or in another community and not give any benefit to 
the community in which this worker resided. 

Dr. JoHnson. There’s a much less direct relation 

Senator Ture. That is what I was trying to get the record to reflect. 

Dr. Jounson. Yes. I would urge, if this provision is looked upon 
favorably, that it ought to be restricted to investments in productive 
assets which are in excess of normal depreciation allowances in order 
that this would be an expansion rather than merely a replacement of— 
and then the gentleman this morning who pointed out that small- 
business investment tends to come in lumps, I think, made a good 
point, which will be an administrative difficulty in drawing a law. 

Senator Morse. That’s right. 

Dr. Jonnson. You may want to make a larger investment in 1 year 
and not do any expanding for a number of years. I see my time is 
about up. 

Senator Morse. Go ahead; this is very helpful tous. You go right 
ahead. 

Dr. Jounson. The other point I might mention, since you showed 
some interest in this this morning, is the last one, the last comment 
on permitting the proprietors of unincorporated business to be treated 
as employees under qualified pension or profit-sharing plans. This 
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is an area, I think, in which the employees of corporations today have 
a benefit that is not available to all other members of the economy. 
In general, the law does allow a corporation to put a certain amount 
of funds in a pension trust or profit-sharing trust. The funds they 
put in are allocated to a particular employee. The employee does 
not have to report this in his income-tax return in the year in which 
it is placed in trust for him. This is a noncash income, so to speak. 
Then, after he retires and receives the funds, presumably, he pays 
the tax on it at that point. Presumably, it is at a lower rate since 
he has been retired. 

The stockholder-employee of a small corporation is now entitled to 
this benefit. Therefore, I see no reason why the proprietor of a small 
proprietorship should not also be entitled to it. This would be in 
the direction of extending the equity of the law rather than 

Senator Morsr. Professor Johnson, you have been very helpful to 
this committee in preparing such a thorough research job for us on 
these bills, and I want you to know I th: ink 1 vou very much for it. It 
will be of help to us. I have no questions. Senator Thye? 

Senator Tye. I have no question other than a thank you, sir. 

Dr. Jounson. Thank you. 

Senator Morse. Thank you very much. Your full statement will 
be made a part of the record. 

(‘The document referred to follows :) 
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I am sure this committee is aware that a small business is not an easy thing to 
define. The scale of operation varies among different industries. For various 
reasons, taxes being not the least, single business entities exist legally in the 
form of multiple corporations. Various objective tests of size—revenues, assets, 
number of employees, net income—are all imperfect in significant aspects. 

I am sure also this committee realizes that the question of the incidence of busi- 
ness taxes is an unsettled one. Just exactly on whose shoulders business income 
taxes finally rest is a matter about which eminent authorities in the field of 
public finance can only say “it depends, and even then we’re not sure.” 

These points are introductory to this subject simply because proposals that 
the Federal income-tax law be written so that it will have a particular effect on 
small business implies that we are able to delineate what is a small business. 
It also implies that we have a pretty good idea of the impact of business income 
taxes. 

There are essentially two points of view toward the relationship between the 
income-tax structure and small business. One view is that taxwise small busi- 
ness should be treated on equal terms with all other segments of the economy. 
The other view is that the tax structure should rest more lightly on the shoul- 
ders of small business than on other segments of the economy. 

There are some strong arguments in favor of the first view. Special provisions 
of the tax law that are designed to favor particular groups are in conflict with 
the concept of tax equity—that persons and businesses in similar economic posi- 
tions are taxed the same. Persons who happen to be in a position to take ad- 
vantage of such provisions often get special financial aid without achieving the 
objective intended. In the course of time special tax benefits tend to be enlarged 
to include groups not within the original objective. Special benefits are often 
buried in complicated provisions in the law that are not well understood by the 
general public. Once they are built into the law they are difficult if not impos- 
sible to remove. Finally, assuming any given need for governmental revenues, a 
special tax reduction for any particular group means that the burden on some 
other segment of the economy will have to be increased accordingly. In many 
instances a reasonable case that the tax burden of some group should be 
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lessened appears less reasonable when we look around for some other group to 
take over the load. 

The primary argument supporting the view that small business should get 
special tax relief is that such relief is necessary or desirable to offset the com- 
petitive disadvantages suffered by small businesses as a group. Asa rough gen- 
eralization, I think the assumption that small businesses as a group are at a 
competitive disadvantage in comparison with large businesses may be accepted, 
The question then is whether there should be an attempt to shape the tax strue- 
ture so that tax advantages are granted to offset competitive disadvantages. And 
if this is to be done should it be accomplished by adding a special tax penalty on 
large businesses, or by giving a tax subsidy to small businesses, or both? I have 
not heard strong support for the position that small-business men are at a com- 
petitive disadvantage relative to all other taxpayers (including wage earners and 
salaried employees). Therefore we should presumably distinguish between the 
effect of tax proposals that would give special relief to small businesses and bur- 
den all other taxpayers; and those that would give special relief to small busi- 
nesses and burden large businesses. 

I do not feel that the present tax law, in its effect, discriminates against small 
business in any important respects. As a matter of fact, there are a number 
of features in the present law that tend to operate in favor of small business: 

(a) Graduated tax rates for individuals impose a heavier tax burden upon 
large incomes than upon small. To the extent that the owners of small busi- 
nesses have smaller incomes than the owners of large businesses this operates 
in favor of small business. 

(b) The one step graduation of corporation tax rates puts a relatively heavier 
tax burden on companies earning large incomes as compared with companies 
earning small incomes. 

(c) The “pay as you go” provisions for corporations are limited in effect to 
companies whose tax exceeds $100,000. Thus corporations whose tax is smaller 
than this are extended a year’s credit (free of interest) on their tax obligations. 

(d) The accumulated earnings tax does not apply to the first $60,000 of re- 
tained earnings, thus favoring the retention of earnings in small companies. 

(e) The election by owners of unincorporated businesses to be taxed as cor- 
porations is limited to businesses having 50 owners or less. This option is 
severely hedged with restrictions, but in general benefits are attained by the 
owners of small businesses whose individual tax rates are higher than the cor- 
poration’s tax rate, and who wish to retain earnings in the unincorporated busi- 
ness. 

For the most part these present tax benefits accrue to companies with small 
taxable incomes; i. e., in order to assert in general that the beneficiaries are 
small companies it is necessary to define smallness in terms of net income. The 
flaw in this reasoning is obvious; even large companies may earn only small 
profits. 

One possible exception to the statement that the present tax law does not 
discriminate against small businesses should be noted. Current high levels of 
individual and corporate income taxes cannot but work to the greater detriment 
of new businesses than old well-established businesses. To the extent that new 
companies tend also to be small, this effect is significant in assessing the impact 
of taxes on small business. An established concern which has taxable income is 
risking less in a new venture or expansion program than a new business because 
if it succeeds the Government will take a given portion of earnings, but if it 
fails, the Government will in effect make up about the same portion of the loss 
through the loss-carryover provisions of the income-tax law. In contrast, the 
new firm faces the prospect of giving up a substantial portion of its earnings, 
but of standing all losses. Although it is impossible to say how strong this in- 
fluence is, it cannot help but be a factor in discouraging the emergence of new 
businesses, and encouraging the concentration of existing businesses. 

This reasoning leads to a very general conclusion that in considering tax meas- 
ures involving substantial revenue losses, the preferred approach woul!d be to 
reduce the levels of taxation generally, rather than to grant special relief to 
small businesses. The difficulty of defining small business and of limiting relief 
measures to those small businesses that you want to encourage, or even to small 
businesses in general, reinforces this general conclusion. The gain to be realized 
by small businesses from a well balanced tax system that operates to effect the 
smallest deterrent on high production throughout the country surpasses any 
advantage to be derived from special tax adjustments designed specifically in 
the interests of small businesses. 
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I would venture a guess that traditional tax policy of promoting economic 
growth by keeping taxes low on business and high on personal incomes on the 
grounds that this will stimulate and finance business expansion has today fewer 
authoritative proponents than the more recent economic theory that inadequate 
consumer demand is the major factor that limits economic growth in times of 
underemployment of resources. This latter view leads to an opposite policy of 
holding down on taxes that reduce consumer demand in order to stimulate eco- 
nomic growth by maintaining a high level of total demand. 


Comments on the specific proposals listed in the memerandum to witnesses 


Proposal 
number 


I. Graduation of corporate tax rates: (on the list) 
(a) Graduated corporation tax rates in general___-_____--__-__-__- (5) 
(b) Increase exemption of corporate income subject to surté Wicaaaatdtecanatien (3) 
(ce) -Beduee the corporate: normal tS. csnccccctnteewnddennaesunccke (9) 


II. Specific relief measures: 
(a) Permit estate taxes to be paid in installments over a number 


of years__-_-- saat asian ly eg ere ediciones acelin (1) 
(b) Permit deduction for additional investment during year_______~- (7) 
(c) Permit use of accelerated depreciation methods for used property-— (3) 
(d) Permit election of standard deduction for small business_____-__ (6) 
III. Reducing difference between taxation of corporations and unincor- 
porated businesses : 
(a) Permitting proprietorship or partnership to be taxed as a cor- 
NTI sa: csisdallt tse ereieecn ate galt ete aki ed Rs dip kcaa he idea eae) Lae 
(b) Permitting closely held corporation to be taxed as an unincor- 
MSE ARTO ct nana te sah Haas tallies ch ined ics eal am ead (*) 
(c) Permit proprietor of unincorporated business to be treated as em- 
ployee under qualified pension or profit sharing plan___________~ (4) 


1 Not listed. 
I. GRADUATION OF CORPORATE TAX RATES 


(a) In general.—The usual justification for the use of progressive tax rates 
on individual income is “ability to pay’ measured in terms of personal sacrifice. 
This argument is difficult to transfer into the corporate area where there is 
presumably a strong correlation between the size of net income and total amount 
of resources employed. Nor can graduated corporate tax rates be defended as 
a means of achieving greater progression in taxes on stockholders. Low-income 
stockholders as a group probably receive a greater proportion of their dividends 
from large corporations than from small corporations. 

The graduation of corporate tax rates should be recognized for what it is—a 
tax subsidy for legal entities having small incomes. Support for this feature 
of the tax law must come from the argument that this is a reasonable means of 
favoring businesses with small net incomes in order to offset certain nontax 
disadvantages. In this connection it should be noted that small income and 
small business probably correlate roughly, but they are not necessarily equiv 
lent. 

Aside from the question whether corporations have differing “abilities to pay” 
there are a number of other arguments against graduation of corporate income 
taxes. One is that graduated rates may act in some cases as a greater deterrent 
to expansion efforts than a flat-rate tax. Another is that a graduated corpo- 
ration tax, even with loss offsets, tends to mean that the Government’s share of 
losses will be smaller than the tax assessed against gains, which may operate 
to the disadvantage of a risky business as compared to a relatively stable 
business. 

Any method of graduating corporate rates raises the possibility of tax avoid- 
ance by splitting up new or existing businesses in order to take multiple advan- 
tage of the low first-bracket rates. It is a relatively easy matter to think up 
nontax reasons for subdividing an economie entity into multiple legal entities, 
and thus it is difficult to prevent the tax-motivated corporate split. The greater 
the spread between low and high rates, or the larger the size of the first 
bracket, the more serious this problem is likely to become. 

(b) Inerease exemption of corporate income subject to surtax.—Increasing 
the present $25,000 exemption from corporate surtax is, basically, a means of 
increasing the size of businesses included within the lower rate subsidy. If we 
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make a rough assumption that earnings before taxes average from 5 to 15 
percent of total assets, the present law does not impose a surtax on the income 
of corporations having $160,000 to $500,000 in assets. If the exemption were 
increased to, say $75,000, the rough top limits in the definition of small business 
have simply been increased to $500,000 to $1,500,000 in assets. A decision on 
this matter is dependent largely on a more basic decision as to what is a small 
business. 

Some idea of the proportion of the corporate population affected by raising 
the $25,000 surtax exemption can be gained from the following data on the 
number of corporation returns filed in 1953 by corporations in various income 
brackets : * 


| Corporations reporting net 
| income 
| 





| Number of Percent of 

} returns total returns 
Total returns filed __- 442, 000 100 
Income of $25,000 or more. 76, 000 17 
44, 000 10 


Income of $50,000 or more___- 


Income of $100,000 or more___ 25, 000 6 


(c) Reduce the corporate normal tar.—In the present law the first bracket 
corporate rate (30 percent) is roughly 60 percent of the rate applicable to net 
incomes over $25,000 (52 percent). This differential could be increased by 
raising the 52 percent rate, but since Congress has repeatedly stated its inten- 
tion to lower this rate to 47 percent it may be assumed that an increase is hardly 
at issue. 

Decreasing the first bracket rate raises the question of discrimination be- 
tween incorporated and unincorporated business. The first corporate rate has 
traditionally been somewhat above the first individual tax rate, presumably to 
equate very roughly the position of the owners of small corporations with the 
owners of unincorporated businesses. A starting rate for corporations lower 
than the first bracket rate on individual income would widen the area in which 
retained corporate profits are taxed more lightly than income reinvested in an 
unincorporated business. This suggests that the first bracket rate for corpora- 
tions should be at least equal to the first individual rate (which is 20 percent 
at the present time). If we assume that the stockholder ultimately realizes 
his corporate retained earnings in the form of capital gain, the present 30 per- 
cent initial rate for corporations in effect imposes a tax of 47 percent on cor- 
porate retained earnings (30 percent plus 25 percent (maximum capital gain 
rate) of the remaining 70 percent). An average tax rate of 47 percent is reached 
by the married owner of an unincorporated business at about $52,000 of taxable 
income. Thus at the present time whenever the stockholder of a small corpora- 
tion has an income of over $52,000 per year, retaining earnings in the corpora- 
tion may put him at a tax advantage in comparison with the owner of an un- 
incorporated business. Lowering the first corporate rate will simply lower the 
income level at which this advantage comes into existence. 


II. SPECIFIC RELIEF MEASURES 


(a) Permit estate tares to be paid in installments over a number of years.— 
Death duties have often been blamed as a major factor in inducing the owners 
of closely held (and therefore presumably small) businesses to sell out to com- 
petitors when the owner approaches retirement. It is easy, however, to attrib- 
ute greater importance to this factor than it warrants. The reasons for selling 
out closely held businesses are varied. It is difficult to get evidence as to the 
real reasons, and to assess their relative importance. It is almost certain that 
the importance of death taxes in the decision to sell has been overstated, be- 
cause in almost every case other motivating factors can be found which in 
themselves would explain why the sale was made. In the case of a closely held 
corporation, the desire to get profits from the firm via the capital gains route 


1U. S. Treasury Department, Statistics of Income for 1953, p. 10 (figures have been 
rounded to nearest thousands). 
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rather than in the form of dividend distributions that will be taxed as ordinary 
income is a much stronger incentive to sell than any concern over estate taxes. 
In the case of unincorporated businesses the sale to pick up a capital gain is 
not so large a factor, since retained earnings of such companies are not subject 
to further tax in the hands of the owner. In such businesses, however, the 
problem of providing for continuity of management is as likely to be an explana- 
tion of the decision to sell as the question of estate tax liquidity. 

Installment payment of estate taxes does not raise any serious questions of 
tax equity, if it is extended to all taxpayers. If limited only to the owners of 
small businesses, questions of intertaxpayer equity would of course arise. The 
present tax law (sec. 6161 (a) (2)) provides that the Treasury may extend 
the time for payment of estate taxes for not more than 10 years if he finds 
undue hardship. Assuming that proper safeguards against the risk of non- 
payment could be set up, an extension of this relief to a positive right rather 
than a Treasury dispensation seems reasonable. 

(b) Permit deduction for additional investment during the year.—The objec- 
tive of such a proposal is presumably to stimulate economic growth by subsi- 
dizing new investment and expansion. If granted, such a credit should be re- 
stricted to expenditures on productive assets in excess of normal depreciation, 
in order to provide an incentive toward growth rather than mere replacement. 
Thus the tax credit should apply only if a firm were spending more than an 
amount necessary to maintain the book value of its existing assets. The credit 
should also be limited to investment in new assets in order to avoid encouraging 
concentration through growth by purchase of existing firm and assets. 

This type of provision would have, in general, the same kind of effect as ac- 
celerated-depreciation provisions. One advantage of the tax-credit proposal over 
accelerated depreciation is that such tax credits would not creep into the ac- 
counting records and history-operating decisions. Furthermore, the amount of 
credit could be varied from year to year in response to changing economic con- 
ditions. 

If this benefit is to be restricted to small business, a problem will arise in de- 
ciding which companies should qualify. If granted to businesses of all sizes, it 
could not be justified as an aid to small business to overcome nontax disad- 
vantages. 

The primary argument against such a provision, in addition to the difficulty of 
defining desirable investment and limiting the benefits tu small businesses, is that 
it discriminates in favor of one form of savings as compared with other forms. 
This creates a new inequity between taxpayers who receive business income and 
those receiving salaries or wages. The savings of the owner of a business would 
not be taxed, to some extent (as a result of this proposed provision), while the 
savings of wage earners, even though productively invested during the period, 
would be fully taxed. 

(c) Permit the use of accelerated-depreciation methods on used property.—The 
1954 revenue law restricted the use of accelerated-depreciation methods to new 
property. Presumably, this was to avoid encouraging speculation in used assets, 
or the further concentration of businesses by growth through the purchase of 
existing assets. These objectives appear sound, and I would oppose this pro- 
vision. 

The extension of accelerated-depreciation benefits to used property would give 
relief to small business versus big business only if it could be shown that small 
businesses come into existence and grow through the acquisition of used property 
to a greater extent than do large businesses. 

The potential loophole involved in all accelerated-depreciation provisions lies 
in the possibility of depreciating an asset below its market value and then selling 
out at eapital-gains rates. This, in effect, produces the same benefits as convert- 
ing an equivalent amount of ordinary income into a capital gain. Accelerated- 
depreciation methods simply increase the change that fast asset writedowns may 
reduce asset book value below market value. So long as such provisions are lim- 
ited to new assets, this possible benefit accrues only once in the lifetime of an 
asset. If fast-depreciation methods are extended to used assets, the opportuni- 
ties for manipulating depreciation deductions would be greatly increased, 

(ad) Permit election of a standard deduction for small. business.—This pro- 
posal, no doubt, stems from the existence of the 10-percent standard deduction 
for individuals in the current law. The prime justification for the individual 
standard deduction is simply administrative expediency. Such a_ provision 
relieves the Treasury of the necessity of auditing itemized deductions on a large 
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portion of the individual returns filed. If the itemized deductions established 
by Congress are designed to improve the equity of the income-tax law, then 
allowing a flat deduction to individuals who do not meet the requirements must 
necessarily operate to nullify these provisions. 

A standard deduction for small business, based on gross income, would simply 
result in a subsidy for those businesses whose operating expenses were small in 
proportion to gross revenues. Such a provision would be hard to defend on any 
grounds. 

If a standard deduction were allowed as a percentage of taxable income, the 
effect would be similar to that obtained by graduating tax rates. A 10-percent 
standard deduction with an upper limit of $10,000, for example, would simply 
mean that only 90 percent of the net income up to $100,000 per year would be 
subject to tax. This represents a variable tax exemption ranging from nothing 
to $10,000, depending on the amount of net income. 

If granted to both corporate and unincorporated businesses, there would be no 
question of discrimination between forms of business organization. The discrim- 
ination between business income and wage and salary income as a result of an 
outright tax exemption is an argument against such a proposal. 


III. REDUCING DIFFERENCES BETWEEN THE TAXATION OF CORPORATIONS AND 
UNINCORPORATED BUSINESSES 


(a) Permitting proprietorship or partnership to be tared as a corporation.— 
This provision already exists in section 1361 of the 1954 code. It is hedged with 
a number of restrictions, but, in general, it operates to the advantage of unincor- 
porated businesses owned by persons whose individual income is subject to high 
individual rates. In other words the potential tax advantage in the election 
arises when the corporate-tax rate is lower than the owners’ individual rate. 
When this is true, earnings retained in a business will be currently subject to only 
the corporate rate, and the individual tax may be postponed indefinitely. Coupled 
with the recent weakening in the accumulated earnings tax, this provision 
operates to encourage the retention of earnings in a somewhat limited situation. 

Since the corporate form of organization is open to almost any firm, other 
than brokers and professional firms, it may be assumed that the primary bene- 
ficiaries of such a provision will be persons in high-income brackets who are 
unable, or who do not wish for various reasons, to incoporate. As such, it can 
hardly be classed as a significant aid to small business in general. 

(b) Permitting closely held corporations to be taxed as partnerships (not listed 
in memorandum ).—A fairly strong case can be made for this election on all points 
except administrative feasibility. The problem of allocating corporate profits 
and losses among stockholders raises a number of technical difficulties. These 
difficulties would be greatly alleviated, however, if the election were restricted 
to corporations having only one class of stock outstanding. 

Allowing treatment as partnerships would benefit two types of corporations. 
(1) Those corporations currently distributing a large portion of their income. 
Distributed profits would be subject only to the individual income tax and not 
to both the corporation and individual tax. (2) Those corporations retaining ¢ 
large portion of their profits, providing the marginal tax rates on their stock- 
holders were lower than the corporate-tax rates. Retained earnings would be 
taxed at individual rates rather than corporation rates. 

This provision has a number of advantageous features. It would tend to pro- 
mote the equal treatment for all stockholders of small corporations who have 
equal incomes. It would not create a new kind of inequity. The equity problem 
would be largely one of classification—that is, where to draw the line between 
those to whom the treatment is granted and those to whom it is denied. 

The partnership election would be attractive to small businesses whose capital 
is furnished by persons having relatively small incomes. By reducing taxes on 
distributed profits, it might make it somewhat easier for small corporations to 
get outside equity capital. It would also reduce the taxes on the retained earn- 
ings of corporations owned by low-income stockholders, who, presumably, have 
the greatest difficulty in raising capital. 

(c) Permitting proprietors of unincorporated businesses to be treated as em- 
ployees under qualified pension or profit-sharing plans.—This is an area of present 
discrimination in favor of certain corporate employees as compared to the owners 
of unincorporated businesses and all other persons in the economy. In general, 
the present law allows corporations (both large and small) to deduct contribu- 
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tions to qualified pension or profit-sharing trusts, and at the same time allows 
the beneficiaries of such trusts to exclude the value of this contribution from their 
current taxable income. Employees will be taxed at some later time when they 
receive pensions or their profit shares. The tax on current benefits is thus post- 
poned until the employee has retired, when it will usually be taxed at lower rates. 

Since the stockholder-employee of small corporations is now entitled to this 
special tax benefit, there seems no reason in equity why the owner of a proprietor- 
ship or partnership should not be entitled to the same treatment. 

The special treatment of pension and profit-sharing plans under the present law 
is an example of a special benefit that comes into the law with limited application 
and then becomes the source of equity arguments that it should be extended to 
other beneficiaries. Until it is extended to all taxpayers, it is discriminatory ; 
after the extension has been broadened to include everyone, the result is simply 
an erosion of the tax base. Tax-free, employer-financed, fringe benefits operate 
to the advantage of persons who are in a position (by accident or by design) 
to receive some part of their current income in this form. The employees of 
small business, in general (because they are not as likely to have as many fringe 
benefits as the employees of large companies), are probably discriminated against 
in this respect in a number of instances. ‘They must, in effect, provide for their 
own retirement, health insurance, life insurance out of fully taxed earnings. 
Thus, if Congress is committed to a policy of making some forms of noncash 
income tax free, they should make every attempt to extend the rights to everyone 
as broadly as possible, 


This provision (assuming that it would require the establishment of a qualified 
plan and thus include employees as well as owners of small business) is a step 
in that direction. 

Senator Morse. Before I call the next witness, I want to say that 
there is present in the room one of our Oregon small-business men who 
had prev iously expressed the desire to testify at today’s hearings before 
the Senate Small Business Committee, but this individual—Mr. W. A. 
Rushlight, of the A. G. Rushlight & Co., of Portland, a plumbing con- 
cern—has for many years been subjected to harassing Federal tax 
problems that would have caused most small-business men to go out 
of business long before this. However, Dick Rushlight, as he’s known 
to most of us, is not a quitter. He has fought his problems through 
the courts, the administrative agencies, and has presented them to the 
Congress. I know this, because my office has worked diligently to 
assist him in resolving his problems on their merits. In fact, we have 
offered on two occasions some amendments to the internal-revenue laws 
that, I think, would do justice to cases such as Mr. Rushlight’s. 

I wouldn’t be interested, on a public basis, in Mr. Rushlight’s prob- 
lem if it were singular, but he does not stand alone in this kind of a 
problem. There are other small businesses in the country that have 
had similar experiences, but because of the technical nature of his 
problem it is not desirable, in my opinion, that he testify before the 
committee, but that he submit a memorandum for the consideration 
of the committee staff. That’s going to require several days for addi- 
tional preparation, and I have taken the liberty, Senator Thye, of 
saying to Mr. Rushlight that we will keep this record open so that 
he can file within the next 10 days to 2 weeks a statement setting forth 
his problem for the consideration of the staff and, ultimately, what- 
ever consideration the committee can give to him. I have told him, 
and repeat today, I think his problem is more one for the Finance 
Committee than the Small Business Committee, although there are 
related problems growing out of his case that the Small Business 
Committee, I think, may be able to do something about. 

But as a matter of not only courtesy to Mr. Rushlight, but so that 
you may have the opportunity to meet him personally and have the 
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record officially file him as a participant in this hearing, I’m going to 
ask Mr. Rushlight to please stand. Mr. Rushlight. 

Mr. Rusuuieut [standing]. Thank you, Senator. 

Senator Morsr. We’ll be very glad, Dick, to have your statement 
just as soon as counsel can complete its preparation. 

Mr. Rusuuicut. That will be soon. 

Senator Morse. I will introduce at this point in the record a letter 
from the Berger Engineering Co., Seattle, Wash., signed by Mr. Ferdi- 
nand Schmitz, Jr., setting forth their views in regard to problems 
confronting the committee. 

(The document referred to follows :) 


SEATTLE, WASH., November 7, 1957. 
Senator Jonn SPARKMAN, 
Chairman of the Senate Small Business Committee, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR SPARKMAN: I understand that your committee will be holding 
hearings on tax problems of small business in Portland, Oreg., on November 15. 
Since I will be unable to attend personally, I would appreciate the inclusion of 
this letter in the record. 

Berger Engineering Co. is a manufacturer of logging and sawmill equipment, 
bridge cranes and specialized engineered products and currently employs about 
80 people. When the present owners purchased the business in 1950, there 
were seven employees and the physical properties were in extremely poor con- 
dition. All profits from the business have been reinvested to rehabilitate the 
physical properties and to provide some 70 new jobs. 

Because of the condition of the equipment at the time of purchase and its 
actual value at that time, we have been unable to accumulate any substantial 
reserves through depreciation allowances with which to expand our facilities 
and create new jobs. All our growth has had to come from retained earnings 
after taxes and borrowing against anticipated future earnings. 

Continued growth of our business is possible and growth in any small business 
is highly desirable for the economy as a whole. We have, however, reached a 
point where the capital requirements and attendant risks indicate it is not 
worth the effort to expand. High corporate tax rates are a sufficient deterrent 
in themselves, but when the owners of a closely held small corporation consider 
the tax rates that they must pay on earnings received from the corporation’s 
successful operation it becomes doubly apparent that additional investment to 
create new jobs and new wealth is not worth the risk. 

In our case, this is not just theory, as witness these facts: 

We have the opportunity to produce and market new and additional products, 
Capital requirements for the necessary machine tools is $60,000. At least six new 
jobs would be created by this capital expenditure. We actually ordered this 
equipment last March with the understanding that our bank would give us a 
long-term loan against anticipated future profits, but since the money market 
has tightened to the extent it has the bank has told us they cannot go along. 
We have not been able to accumulate sufficient reserves out of past earnings 
and we are unable to invest additional capital. The result is we have canceled 
the order for the machine tools and six new productive jobs fail to be created. 

This is bad for the economy and actually destructive of Government income. 
Because of the deterrent effect that high tax rates, both corporate and indi- 
vidual, have on the incentives for small business to grow, expand, and create 
new jobs, the Government fails to gain new revenue. In our case, no tax reve- 
nue from probable increase in our corporate earnings and no tax revenue from 
the earnings of the six jobs not created. This is fiscal stupidity. 

There are some minor technical revisions that could be made in tax law which 
might aid small business, but by far the greatest need is for a susbtantial re- 
duction in both the corporate and individual rates. Representative Sadlak of 
Connecticut and Representative Herlong of Florida have recognized the destruc- 
tive effect of these high rates and have introduced remedial legislation. 

I would recommend to your committee that you consider favorably the prin- 
ciple of tax relief as embodied in the Sadlak-Herlong bills. 

Sincerely yours, 
BERGER ENGINEERING Co., 
FERDINAND ScHMITzZ, Jr., President. 
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Senator Morse. Another letter addressed to the committee by Mr. 
E. M. Fouch, Jr., of the Fouch Electric Manufacturing Co., Portland, 
Oreg., will be made a part of the record at this point. 

(The document referred to follows :) 


Foucn ELEctric MANUFACTURING Co., 
Portland, Oreg., November 138, 1957. 
Senator JOHN SPARKMAN, 
Chairman, Senate Small Business Committee, 
Senate Office Building, Washington, D. C. 


DEAR SENATOR SPARKMAN: The very real manner in which restrictive taxes 
discourage natural growth of small, locally owned firms such as ours should merit 
the attention of your committee. Accordingly, please include this résumé in the 
record of your committee’s November 15 hearings here. 

Fouch Electric Manufacturing Co. is a third-generation firm founded by my 
late grandfather, W. O. Fouch, in 1897. One of his first jobs was the wiring of 
several vessels of the Spanish-American War fleet. Today, the firm employs 
25 persons and manufactures commercial and industrial power and light distribu- 
tion equipment. 

A costly ($150,000) physical plant modification was mandatory recently to 
survive. Mounting materials-handling problems dictated that we shift from a 
2-floor to a 1-floor operation. We accomplished this necessary and desired 
change despite—not because of—the present Federal tax structure. 

Long-term borrowing was necessary to supplement our investment capital 
which itself was inadequate despite honest efforts to accumulate same over a 
long period. In fact, had it not been for the foresight and investment ability of 
my father, E. M. Fouch. before the present high-tax era, we could not have 
financed the improvements to stay abreast of competition. Our payroll would 
have been lost to this area’s economy. 

In our highly competitive field, we have taken every enlightened measure 
possible to maintain as sound a fiscal health as possible. We have a good methods- 
improvement program and have employed mechanization wherever practicable. 
We now see a need for several new production machines. But we find it fiscally 
imposible to acquire them in the face of taxes curbing accumulation of invest- 
ment capital. 

Our very real problems could be solved in large measure by a realistic tax 
program such as that proposed by Congressmen Sadlak and Herlong. Their pro- 
posal for moderate and reasonable rates would permit small firms like ours to 
retain more of their earned income for growth and expansion. The high com- 
petitive factor of our own particular field is profit limitation enough, as the fol- 
lowing illustrates: 

Our gross volume is up for the first 10 months of this year attaining the 
$350,000 mark will back orders totaling $52,000. The full year’s gross likely 
will run near $450,000. Yet from the profit standpoint—before taxes—we are 
operating on only about one-third the margin we did a decade ago. On a gross 
volume of $206,451 in 1946, our percentage of net profit before taxes was 29.1. 
Last year, on a greater gross volume of $345,891, our net profit before taxes was 
only 11.6. 

As small business as we are, in the most literal sense, we are aware of our 
contribution to the area’s economy. We have the “native son’s” interest in our 
community and in the welfare of our fellow workers. Largely because of this, 
we recently declined the offer of a large national manufacturing firm seeking to 
purchase our hard assets only at market value. 

Our rejection of that offer, after some thought, would have been automatic 
under a Sadlak-Herlong type tax structure which would not penalize hard 
work, risk taking, and achievement. 

Sincerely yours, 


EK. M. Foucu, Jr. 
Senator Morse. Another letter, from Mr. F. C. Baker of the Baker- 


Barkon Co., of Portland, Oreg., will be made a part of the record at 
this point. 
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(The document referred to follows :) 
BAKER-BARKON Co., 
Portland, Oreg., November 14, 1957. 
Senator JOHN SPARKMAN, 
Chairman, Senate Small Business Committee, 
Senate Office Building, 
Washington, D.C. 

DeaR SENATOR SPARKMAN: As one who has chartered the course of a small 
business for more than 40 years, I feel that a capitulation of my observations may 
be of some value to your committee, now convened here to study the impact of 
Federal taxes on small businesses. 

It is my firm belief that the orderly economic growth of this Nation is being 
curtained dangerously by an unrealistic tax program that destroys initiative and 
incentive. There is a growing amount of capital being shelved by middle-aged and 
elderly persons who now recognize that the old business gamble is a gamble no 
longer. They still are willing to take normal risks for normal rewards. Under 
today’s unfavorable tax structure, however, the emphasis is on risk, rather than 
reward. When you consider the penalizing tax structure on one hand and the 
subsidy or handout philosophy on the other, it appears that present conditions 
place a premium on mediocrity and failure rather than on competency and 
success. 

Further economic development of this country will continue to be curtailed in 
direct ratio to present tax penalties. Competency in business is not the deciding 
factor. It is true that the “hardly ables” survive in the business world only under 
the most lush economic circumstances. But it is a sad state of affairs when busi- 
ness decisions of even the most competent must be based upon tax impact 
considerations. 

Our firm presently is considering a degree of expansion onto adjoining real 
property. The final decision likely will hinge upon a tax accountant’s professional 
advice. A payroll that now numbers about 50, and could number considerably 
more, hangs in the balance. 

I have always advocated that businesses and businessmen stand on their own 
feet and pay all taxes that are necessary for the growth and development of this 
country. That is why I now join Congressmen Sadlak of Connecticut and 
Herlong of Florida in a bipartisan advocation of moderation of individual and 
corporate tax rates. 

Very truly yours, 
F. C. BAKER. 


Senator Morse. Our next witness will be Mr. Donald B. Peterson, 
president of the Commercial Bank, Salem, Oreg. Mr. Peterson, 
proceed in your own way. We’re very happy to have you, indeed. 


STATEMENT OF DONALD B. PETERSON, PRESIDENT, COMMERCIAL 
BANK OF SALEM, SALEM, OREG. 


Mr. Prererson. My name is Don Peterson and I am president of the 
Commercial Bank of Salem located in Salem, Oreg., which is an 
independent banking institution. 

I am concerned with the pressing tax problems of small business 
today, as a financial adviser to small business and as a manager re- 
sponsible for a small banking business. When I speak of small busi- 
ness, I am thinking in terms of businesses generally whose profits before 
taxes are less than $50,000 per year, because that is the size of small 
business with which we deal. I have heard a good many definitions 
of small business, but my remarks today will be confined to businesses 
that fall within this area. My personal observation as a small banker 
is that Federal taxation is strangling small business. We do not need 
to look beyond our own customers to see them passing from the business 
scene weekly and monthly. 
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Bankruptcies in Oregon are up perc centagewise this year over 1956— 
248 through the month of July 1957 as compared with 114 through July 
1956. These are Dun & Bradstreet figures published by the Oregon 
Business Review for the month of September. However, bankruptcy 
isn’t the only picture. Many small businesses liquidate voluntarily 
and during the past 6 months I can personally count over a score that 
have come to my attention ina business way. I am advised that in our 
city there are 36 less retailers than there were 2 years ago. 

Profits are the powerplant of small business. Profits are the only 
source from which small business gets the things it needs for sur- 
vival—money to invest for expansion—money to reinvest in plant and 
equipment—money to invest in improving its product and service, and 
money to pay for capital invested, Federal taxes in my opinion are 
gouging this only source of expansion. With the present tax rates, 
a new business cannot get off the ground because it cannot accumulate 
suflicient capital from earnings and we see many failures and liquida- 
tions within their first 2 years of existence. 

It is becoming increasingly difficult for the longer established busi- 
ness to remain in the picture. Big business expands through use of 
borrowed capital, through stock sales, bond flotations, commercial 
paper and life insurance loans, none of which are available in the cate- 
gory of small business that I’m speaking about. This gouging of 
growth capital by Federal taxes is the critical phase of the picture as 
{ see it. Small business must be permitted to retain more of their 
earnings than presently allowed if they are to exist as we have grown 
to know them and if they are to continue to be taxpayers. 

Small business has been a heavy borrower at taxpaying periods and 
has usually been able to borrow on the strength of anticipated profits 
to meet last year’s tax bill. This has been true with a constantly ex- 
panding economy since World War II but, with a leveling off of the 
economic picture or a downtrend, the borrowing on the strength of 
a lower profit margin is not very realistic. 

There is so much pressure today to worship business. Mergers and 
monopolies are widespread. Profitable big businesses merges with 
operating loss big business, the loss factor outweighing all other con- 
siderations. Everything today seems to be ti ailored for Mr. Big Busi- 
ness. Most of this tailoring has come about directly or indirectly as a 
result of our tax structure. Frankly speaking, it is more profitable not 
to do business with Mr. Small Business. Mr, Big Business’s advertis- 
ing costs are less because he does greater volume; his w: arehousing 
costs are less because he is far above the minimum; his supply costs are 
less because he purchases in volume; he is able, due to Government 
regulations tailored for his specific area, to market his stock on the 
national exchange thereby making it more readily marketable; his 
borrowed capit: al costs less because he carries larger compensating 
balances or carries bigger amounts of life insurance and his account- 
ing costs are less because he is in a position to purchase equipment 
costing even today up in the hundreds of thousands of dollars. 

Certain credit agencies will not consider granting a line of credit 
unless it is in excess of $50,000. It is my observation that it is almost 
impossible for a small business as I have defined it to secure a Govern- 
ment contract. If not entirely impossible, it is highly improbable that 
one would ever be awarded to them. 
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Individualism is decaying. Our tax situation is bringing about 


fundamental changes in the structure of our business. We are seeing f 
the disappearance of competition. Small business is vanishing from f 
our economic scene. 0 

My hope would be for an overall rate reduction, but I know in the I 
light of what has happened even since I made these remarks or wrote 
them, that there is absolutely no chance of obtaining such a thing at q 
this time. ni 

My first recommendation would be for a deduction for additional | a 
investment during the taxable year. This would provide some medi- Is 
cine and restore some life to small business. It would permit them to | a 
grow, hire more people, pay taxes, and remain a part of the economy. 

Secondly, I would recommend some realistic depreciation sched- 0 
ules. Certain types of business today have equipment bought 3 | al 
years ago in the electronic field. There are many of the rapid g 
advances in the electronic field. There are many other examples tl 
that those of us who deal daily with small business encounter. For , 
example, a business buying a piece of equipment that 30 years | 1] 
ago may possibly have cost $25,000, on which under Federal tax t 
laws they are permitted to recover their investment over a 30-year tl 
life of the equipment, by 1957, when it is time to replace the equip- | Ct 
ment, the company has set aside $25,000 but the piece of equipment lk 
now costs $125,000. cc 

Thirdly, small business needs provisions for adequate bad-debt 
reserves. Frequently the setup of an adequate bad-debt reserve re- Ww 
sults in a long tussle with the representatives of the Internal Reve- au 
nue Department. It is quite apparent in the case of both al 
depreciation and bad-debt reserves that the present laws leave too of 
much to interpretation. 

I believe that we have too much interpretation as against specific th 
rule and regulation so that one business is apt to get what it goes ag 
after if it fights hard enough and long enough and has the money 
to do so. And those who cannot afford to do so are penalized. In 

Fourth, I would suggest an accounting cost credit for a small I 
business, possibly based on the number of employees to compensate ti 
for the additional work and cost for the accounting and recordkeep- re 
ing done for the Federal Government for withheld taxes, social Ww 
security, unemployment compensation, bond payroll deductions, and 
so forth. If you will pardon a personal reference, I have tried to of 
figure as accurately as possible in our own shop which employs 20 ; othe 
people the cost of divorcing the employee from our own operation th 
to take care of the records. And as near as we can estimate, it costs 
between four and five hundred dollars a year. The accounting costs m 
to small business are greater proportionately to total costs than gr 
they are to large businesses which have extensive accounting equip- wi 
ment and now even electronic equipment. ob 


When I was invited to appear before this committee I conducted 
a survey among 60 small-business firms in my county. My remarks 
today are my personal observations gained over the past several 


years and confirmed somewhat by answers received from this sit 
survey. co 
I do not think that any single small-business man that I contacted sir 


has any objection to sharing his cost of the National Government or 
of defense if given an opportunity to supply and produce it. 
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Senator Morse. Mr. Peterson, you have just made a very power- 
ful statement to this committee, powerful not only because of the 
position you occupy in the economic life of Oregon but powerful 
because of the logic of its analyses, and 1 want to commend you for 
it. Senator Thye? 

Senator Tur. Mr. Peterson, as a banker—and the reason of the 
question is primarily to get some light on the Small Business Ad- 
ministration’s operations in this area of the Nation—have you had 
any reason to complain of the action of the Small Business Admin- 
istration in making loans in any part of your territory or in any 
area that you are familiar with ¢ 

Mr. Prrerson. No, I have not. We have made a number of par- 
ticipation loans. I overheard some of the discussion this morning 
and in my experience in dealing with the RFC, of course, which is 
gone, the complaint that I would make would be that regul: ations, 
the paperwork that is involved in the present setup of the Small 
Business Administration is too cumbersome and too time-consum- 
ing. Now, as compared with the making of the loans under the 
RFC, they were consummated rather rapidly. I will say that in 
the limited loan participation, there is speed but on the others, you 
can’t wait 3 or 4 months to process a loan. I mean, if we made our 
loans that way, we wouldn't make a third of what we do. We 
couldn’t do business. 

As far as the cooperation from the office here and in working 
with the banks, I think it has been excellent. I think if there is 
any criticism in this area, | would make this statement: It is prob- 
ably due to the banking setup in the State of Oregon rather than the 
oflice of the Small Business Administration. 

Senator Tuyr. Well then, you mean that the State bank laws, that 
there is some restriction upon either you as a participator or the 
agency itself? 

Mr. Prererson. No; that wasn’t the intent of my remarks. We have 
in the State of Oregon two statewide chain banking institutions and 
I understand from borrowers and otherwise that do not wish to par- 
ticipate in the Small Business Administration program. I think the 
records of the office here will reveal that the participations are done 
with the small banks. 

Senator THyr. Would you care to make any comment or cast any 
of your own personal observations from a st: indpoint of what restric- 
tions may be imposed upon the agency that is operating out here in 
the field by regulations out of Washington ? 

Mr. Pererson. Well, my personal “observation is that there is so 
much more paperwork involved than there was under the RFC pro- 
gram. You hand an applicant the forms and 9 times out of 10 he 
won’t come back. You’ve scared him away. These are my personal 
observations. 

Senator Tuyr. That’s the reason I asked them, sir, because 

Mr. Pererson. I’ve been very frank. 

Senator Tuyr. There have been times when I felt that that was the 
situation and I just wanted to check with you who are out here and 
come directly in contact with it as a banker would, see. Thank you, 
sir. That is all I have. 

Senator Morse. Mr. Stults? 
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Mr. Struts. No questions. 

Senator Morse. Mr. Counsel ? 

Mr. Erickson. No questions. 

Senator Morse. You have been a very good witness. Thank you 
very much. 

Mr. Prererson. Thank you very much for the opportunity to 
appear. 

Senator Morse. The next witness will be Mr. R. G. Paulson, of 
G. W. Paulson Co., Portland, Oreg. We are very glad to have you 
with us. Please be seated and proceed in your own way. 


STATEMENT OF RICHARD G. PAULSON, G. W. PAULSON, C0., 
PORTLAND, OREG. 


Mr. Pautson. Senator Morse, Senator Thye, and gentlemen of the 
committee. I have here a statement. In studying the impact of Fed- 
eral taxation and regulation on small business, perhaps we should 
consider the primary “need of small business today, that is, the need 
of working capital and how this may profitably be brought about so 
that small business may continue to be a sound factor in our national 
economy and will attract individuals willing to risk their time and 
capital by investing in job-creating small business in the eye 

Let us consider the following problems and obstacles: 1. Risk 

capits al today seems to be less inclined to venture into small ites 

Competition, at this level, is intense and therefore profits are low or 
nonexistent. The individuality of small business is therefore giving 
way to the growth and encouragement of large business with a more 
guaranteed return to the investor. 

2. Small business when it needs temporary financial help, so often 
today, finds that bank and Small Business Administration loans are 
not available except to those firms with large plant and equipment 
investment as security. 

Today’s tax structure compels the owner of small business to 
take out maximum earnings as salaries rather than leaving capital in 
the business for future expansion and the possible increasing of job 
ae to the overall benefit of the community. 

A fairly large percentage of large business at this time is able 
to ane dividends, whereas a relatively small percentage of small 
business pays dividends, due either to the withdrawal of salaries to 
escape double taxation in a small corporation or the urgent need for 
additional working capital to carry growing inventory and accounts 
receivable. 

Then, if a small business happens to be successful, and the 
owner of the business passes away, Federal estate taxes very often 
drain off working capital or force liquidation to meet the lump-sum 
pi a are requirement. 

And finally, small business is burdened with excessive costs in 
office personnel and recordkeeping brought about by the require- 
ments of the multitude of Government agencies necessitating the com- 
pletion of forms, reports, et cetera—all with penalties and all with 
various rules for the preparation thereof for each form and agency, 
nearly all of which results in little benefit, income or record wise, to 
the business. 
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To help alleviate the pressure on small business and to continue the 
individuality and opportunity that it can afford, I offer the following 
7 

A reduced gr: adut ited corporation income tax that would produce 
an "bic tive rate of 25 percent on the first $50,000 of net income, as 
follows: 

A. 10-percent tax on the first $12,500 of net income. 

B. 20-percent tax on $12,500.01 to $25,000 of net income. 

C. 30-percent tax on $25,000.01 to $3 7,500 of net income. 

D. 40-percent tax on $37,500.01 to $50,000 of net income. 

EK. 50 or 52 percent tax over $ 50,000 of net income. 

The alternative methods of depreciation provided by the 1954 
Internal Revenue Code should be broadened so as to include used 
property, as small business is the primary market for, and user of, 
used property and equipment. The average new or small business 
does not have the needed capital to purchase new property and equip- 
ment and is thus forced into the used market and therefore penalized 
by not being able to exercise alternative methods of depreciation 
avi als able to their large competitors. 

The Federal Government should permit the payment of estate 
ines over a 10-year period rather than forcing the liquidation of 
small or closely held business, or so curtailing their operation by the 
drawing off of working capital that they tend to lose their competitive 
position in their field of endeavor. The purpose of this tax should not 
be to kill or hamstring small business but rather to allow the years of 
creative effort back of a healthy concern to continue to create possible 
job opportunities and maintain its competitive position. A person 
of middle age with capital to invest would probably think twice today 
before endangering his estate by entering into business, where because 
of this tax and the possibility of untimely death, his estate could be 
placed in jeopardy. 

t. It seems to me that many Government forms could be consoli- 
dated, simplified, and/or eliminated. There has been considerable 
conversation on this subject but so far very little action has been taken. 
I think further steps such as made by the consolidation of social 
security and income tax reports could be made. Perhaps since busi- 
ness is performing many of the reporting functions of Government, 
especially in the field of individual tax collection and reporting, the 
Government should assume the responsibility of helping to bear this 
expense. Proportionately, this expense falls more heavily, because of 
size and lack of office personnel, on small business than it does on large. 
Perhaps also, rather than just imposing penalties upon business for 
the late filing of employees’ withholding and other taxes, an incentive 
discount could be offered for prompt payment which could be made 
large enough to help defray the business expense in performing the 
Government function of tax collector. 

In summary, I feel we should further consider profit in business is 
necessary. It is the incentive that has brought about our high stand- 
ard of livi ing and has thus enabled our country to assume its present 
position of eet leadership. It is essential that this profit incentive 
be retained in small business, for small business is a fundamental 
cornerstone in 1 ihe structure of our economy. It represents the free- 
dom of an individual to desire to take a chance to better himself eco- 
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nomically and thus, indirectly, creating new job opportunities so neces- 
sary for our growing population and economy. Helping small busi- 
ness today can be the helping of the large business of the future, for 
after all, nearly all large business started in a small way. 

I feel that any benefits accruing to small business ‘through tax ad- 
justments, et cetera, should also accrue to large business. We should 4 
not foster two opposing camps in business through Government, 4 m 


the actual benefits of sound tax legislation would be realized to : au 


greater extent and benefit to small business just because of their size < 
and income. Small business should not be construed to be at the 7 
mercy of its large competitors, for as long as there is fair competition th 
by the large and small factors in our economy, small business can hold 
its own, for it has the advantage of flexibility in decisions, and economy 
in closer and more efficient operation. Thus, it is able to make a fair * 
and normal profit if allowed and encouraged by Government and not ,. 
forced out of existence. . 
Let us therefore get back of small business and give it the encourage- “ 
ment that it so much needs today. Let us make it possible for the N 
accumulation of working capital so as to permit possible and logical a 
expansion, diversification, and research and development. If we do, v 
we will be able to absorb our fast increasing population in a productive esi 
way. We will continue to meet the increasing demand for goods and fe 
services, and our economy will stand no chance of becoming stagnant : 
: . 7 ob 
but will continue to grow to the overall good and benefit to all the ae 
people of our Nation. 
Senator Morse. Senator Thye? th 
Senator Tuye. I have no questions. a 
Senator Morse. Mr. Paulson, I would like to say this for the bene- ee 
fit of the press, as the press will ask me to hand them a digest summary if 
of testimony we have received in the various hearings ‘that we have ne 
held across the country, I’d just hand them your statement. a 


Mr. Pavutson. Thank you very much, Senator. aa 
Senator Morse. It was very interesting. I think you have set out : 


there in those few sheets of paper almost all of the major observations ta 
that have been made by small-business men as they testified before us. hen 
It’s an excellent: paper. wi 
Mr. Stults? os 
Mr. Srutts. Mr. Paulson, could you identify yourself and your busi- ray 
ness concern and give us the address, please ? a 
Mr. Pavutson. Yes. Paulson’s Floor Coverings, 820 Southwest oo 
Yamhill, Portland. Sa 
Mr. Stuurs. And this is a small corporation or partnership ? a 
Mr. Pavtson. It’s a small corporation. ra 
Mr. Strutrs. And what is your position with the firm ? a 
Mr. Pautson. Iam the president. 8 
Mr. Stuuts. President, yes. ‘Thank you, Mr. Paulson. we 


x ere 
Senator Morse. Mr. Counsel ? . 
Mr. Erickson. No questions. Si 
Senator Morse. Thank you very much. 


7 ' on 

Mr. Pautson. Thank you, Senator. I 
Senator Morse. Our next witness will be Mr. Robert M. Morgan, Qn 
president, Cascade Tractor & Implement Co., McMinnville, Oreg. the 


We're very glad to have you, Mr. Morgan. Please be seated and pro- : 


ceed in your own way. 
; , Sol 
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STATEMENT OF ROBERT M. MORGAN, PRESIDENT, CASCADE 
TRACTOR & IMPLEMENT CO., McMINNVILLE, OREG. 


Mr. Morgan. Thank you, Senator Morse. It’s a pleasure to be 
present before this body. I’m not apologetic, but somewhat appre- 
hensive, after hearing the scholarly testimony of the other witnesses 
as to just what I can contribute here. I felt, after an earlier dis- 
cussion with Mr. Erickson, that the best that I could offer would be 
some general testimony ather than observations and recommenda- 
tions, 

Senator Morse. That will be fine. 

Mr. Morean. I don’t pose as an expert in any sense of the word ex- 
cept in my own profession. I know nothing of bookkeeping, have not 
studied the tax laws, but I’m cognizant of the fact that small business 
has a real problem, and on that basis I would like to comment on our 
own type of business. 

I am one of those retail farm equipment dealers that Mr. Paige 
Newton spoke of this morning in his remarks, We operate in one 
of the best counties in the State of Oregon, in the lush Willamette 
Valley. We do business strictly on a retail basis with farmers and, 
because of the fact that I have always been very close to agriculture, I 
feel that a farm-equipment dealer has a real interest and almost an 
obligation in his dealings with the farmer. Which brings us down, in 
one sense, to the problem at hand. 

We are a small business and as such are confronted always with 
the problem of enough operating capital to properly equip ourselves 
with the inventories that are necessary to supply the farmers with 
equipment. Now the farm-equipment business is somewhat different 
than a lot of other small businesses in that we don’t deal strictly in 
new goods. It’s necessary to deal in used goods, too, which are a 
sort of hard type of goods to always qualify because of the varying 

and inconsistent value that goes along with this used equipment. 

Therefore, the small farm equipment businessman has several prob- 
lems in trying to keep in balance his operating capital and his inven- 
tories. I was impressed with some of the testimony this morning 
when a reference was made to the fact that a small-business man is 
a shop, a job shop. One of our responsibilities as a small business is 
to make jobs and watch after the security of the jobs that we have 
created. 

That brings me to one point which concerns me greatly, and that 
is, we W ould like to keep our employees in a hes thy position finan- 
cit ally, and in order to do that it means the reasonable progressive in- 
crease in the salaries that we pay our employees. But it’s a never- 
ending problem to know how to increase salaries with the very limited 
increases that small business is able to accumulate in the way of in- 
creased working capital. 

I’m also impressed with the fact that the high cost of living makes 
it very difficult for the employees in a small business to exist. And 
one of our problems right at the moment is trying to keep our em- 
ployees comfortable financially and at the same time find the re- 
sources in the form of money to increase their wages in keeping with 
the times and the economy that we have before us. 

[ attempted in the brief written testimony that I gave you to show 
something of ihe position of a small business such as ours in the com- 
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munity. And you will note that I have made some observations as 
to how a business such as ours generally operates. 

Senator Morse. The full statement, Mr. Morgan, will be inserted 
in the record at this point. 

(The document referred to follows :) 


STATEMENT PRESENTED BY ROBERT M. MORGAN, PRESIDENT OF CASCADE TRACTOR 
AND IMPLEMENT Co., MCMINNVILLE, OREG. 


It is a privilege to appear before this hearing as a small-business repre- 
sentative. I wish to explain that I do not pose as an expert on small-business 
matters, and, therefore, trust that all of my remarks will be accepted by this 
group in their true sense and basic background. 

I have been a member of the farm-equipment industry for the past 20 years, 
and am one with a deep respect for the soil and those who work it. 

My operation is known as Cascade Tractor & Implement Co., McMinnville, 
Oreg., located in a rich region of farm country, Yamhill County. My eee 
is a dealership selling retail to farmers in that section of the Willamette Valley, 
but carrying over also into the counties of Polk and Tillamook. The land is 
basically the valley floor, but broken up by the traditional foothills, which 
lend not only variety but diversification to the farm picture. 

The equipment lines handled include John Deere and Caterpillar farm tractors 
and related farm machinery of all descriptions adaptable to the local farming 
pattern, plus sprinkler irrigation equipment and domestic water pumping equip- 
ment and certain other special machines for the farm, such as chain saws, 
plastic and steel water pipe, storage batteries, etc. 

Our business is conducted on the basis of selling new equipment and accepting 
used goods in trade as part payment, the used goods allowance rarely exceed- 
ing one-third of new equipment cost. New equipment discounts average 25 
percent. Inventory turnover averages 3 to 5 times annually. 

An example of a business operation comparable to Cascade Tractor & Imple- 
ment Co.’s would be basically as follows: 





Annual total sales volume- — a a ra th a Late _. $700, 000 
National gross profit average (18 pere ent ec maetieimcing ies, EG 
Net profit before Federai taxes (7.5 percent) e 52, 500 
Approximate corporate income tax__ i d } ‘ te 22, 000 
Net income after Federal income tax (4.35 pel ree nt). a sane B 30, 500 


My opinion is that net worth to volume of business ratio should be 5 to 1, 
or in this instance with $700,000 volume net worth should be $140,000. 

The following figures concerning worth are indicative of a business such 
as this: 


Percent Amount 

Working cash on hand : J “) $28 OOO 
Used whole goods inventory : 18 25, 000 
New parts inventory s 14 2), O00 
New whole goods inventory - 11 15, 000 
Current accounts receivable. _- : 27 | 38, 000 
Delinquent accounts and notes- -- 10 14, 000 

Total 100 140, 000 


Twenty percent expansion above $700,000 or $840,000, based on the above per- 
centages would yield $63,000 income before taxes as against $52,500 or $10,500 
increase. After the Federal tax, the net income increase would be approxi- 
mately $4,500 while the increased Federal tax would be $6,000. 

The 5 to 1 ratio or worth to volume on $840,000 is $170,000 as compared to 
$140,000 above, or an increase in required operating capital of $30,000, 

The foregoing figures are only intended to give a glimpse of the business 
picture from this one point of view. It is quite obvious that small business 

cannot expand in keeping with good business practices, and keep pace with 
the ever-increasing needs of our fast-growing community, without being placed 
in the position of being able to protect its financial structure with some more 
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reasonable additions from the average annual business profits accruing from 
the normal trends of business. 

The above information is given with the utmost sincerity, without complaint, 
but with the conviction that the stability of our small business is in jeopardy 
of something other than normal growth when the ratio of tax paid to accu- 
mulated working capital remains as it is at present. 

Mr. Morean. Thank you. I have been generous, I believe, in the 
figures I have used by comparison with our national farm equipment 
survey figures which are published and which I have a copy of here, 
in that my testimony, as I have shown it, is on the favorable side and 
actually national farm equipment records show that small business is 
not making the average profits, either before or after taxes, that I 
show. 

The very best of dealers are in the position that I show here, 
whereas the average or the less fortunate or poorer dealers are way 
below these figures. 

I was interested also in the testimony this morning to note when 
the first observation was made regarding this factor of double tax- 
ation to _ small corporation, or the small corporation stockholder, 
I should say. I’m not prepared to offer any conclusions or recom- 
albanian but certs iinly this factor of double taxation is again 
a very real problem to a small business such as my own that is 
owned by three stockholders, in which we each have a third interest 
in the business. 

The other factor which immediately impresses me whenever I 
consider this matter of tax to accumulated operating capital ratio is 
the matter of the high interest rates which a small-business man such 
as myself must pay if he finds himself in the position of having 
to go someplace else for operating capital for a brief period. Mr. 
Page Newton outlined to you this morning that the farm-equip- 
ment business in the Northwest States at least is a very seasonable 
type of business. And of course that is reflected out to the retail 
end of the business where I am. It has never seemed right to me 
that we couldn’t either be in the position of borrowing more favor- 
ably or being able to retain something more of our annual net profits 
so that we could accumulate more to operate with. 

Now, Mr. Erickson told me that I had approximately 10 minutes 
to offer testimony. Therefore, I only prepared myself on that basis. 

Senator Morse. Excellent, Mr. Morgan. It will be very helpful to 
us. I want to say that these figures you have on page 2 of this state- 
ment of yours will be very valuable to us. It will be interesting 
when you get our final tr anscript to see how those figures compare 
with figures that we have received every place else we’ve been. We 
listened in Senator Thye’s State the other day, Minnesota, to some farm 
implement people. Excellent witnesses. And they told the same 
story, didn’t they, Senator Thye ¢ 

Senator Tuyr. That’s right. 

Senator Morse. You would think you were sitting there or they here, 
because this is the same story that confronts the farm implement 
business everywhere. I was very much interested in the point of 
view that Senator Thye expressed in Minneapolis in talking to these 
constituents of his in the farm implement business. They ‘discussed 
the direct relationship that you have applied here between their 
economy and the farmer’s farm economy and how we have to look 
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at these problems together. Because as we deal with the farmer’s prob- 
lem, we are dealing with yours and vice versa. 

It was very helpful to me. I want to say I was sort of surprised 
that we introduced a farm implement witness that shares the point of 
view expressed in Senator Thye’s State and was as helpful to us as 
his witnesses were. Senator Thye? 

Senator Ture. Yes, sir. It was Mr. Lockwood, the John Deere 
dealer at Windom, Minn., in the southwestern part of the State who 
gave very good testimony. I notice you handle the Caterpillar ma- 
chinery. So it was rather interesting to see how your problems out 
here are just about what their problems are back there. It was very 
helpful indeed. 

Mr. Morcan. Fine. 

Senator Morsr. Thank you very much. Any questions, Mr. Stults? 

Mr. Sruts. No questions, Mr. Chairman. 

Senator Morse. Mr. Counsel ? 

Mr. Ertcxson. No questions. 

Senator Morsr. Our next witness will be Mr. Temple, manager of 
the Temple Hotel, Pendleton, Oreg., who appeared before us yester- 
day in another capacity but today, I understand, appears in behalf 
of the Oregon Hotel Association. Mr. Temple. 


STATEMENT OF M. S. TEMPLE, MANAGER, TEMPLE HOTEL, 
PENDLETON, OREG. 


Mr. Temrte. Thank you, Senator. I appreciate the apportunity to 
visit with you again. My remarks will be brief. My appearance here 
today—I’m not appointed, I just find myself in the same boat with 
many small businesses in the retail trade, and in my opinion, it was 
largely due to a changing condition of the growth of our communi- 
ties and travel. Consequently, it appears reasonable at this time to 
take a look at the basic cost—I don’t propose any immediate action 
should be taken, but perhaps a study be given on that basis. 

I’ve mentioned before to this committee that it is well aware of the 
declining trade we are experiencing due to the competition from 
supermarkets, shopping centers, motels, drive-in markets, and stores 
of every description which have gone to the perimeter of a town. 
These new businesses are taking advantage of the predicament that the 
old-established small business has found itself in due to inadequate 
streets, parking facilities, and poor planning of our streets. 

The ever-increasing number of automobiles on our streets has re- 
sulted in traffic congestion and totally inadequate off-street parking 
facilities. If this condition continues, more and more small businesses 
will fail. And our present central business districts will wither and 
become second-class properties. slowly being abandoned by the retail 
and service trades of the first class. 

I believe that it is both possible and reasonable to stop this trend, 
and at the same time give the small business an opportunity to com- 
pete on an even basis with the big-business promoted shopping center 
and supermarket. The basic principle of the proposal that I offer 
for your consideration is that the taxation branch of our National 
Government recognize the importance of off-street parking and assist 
business in the acquisition of properties for off-street parking pur- 
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poses, and at the same time modernize our towns and cities to meet 
present conditions. 

It also means that the taxing authority of our Government recog- 
nizes that the off-street parking areas, when used as such, are a facility 
of our business, in the same category as equipment. It should take 
the same attitude toward the businessman who acquires off-street 
parking space in order to maintain his business as it does toward that 
same businessman who acquires new equipment by giving the busi- 
nessman a reasonable writeoff so that it becomes possible for the 
businessman to recover a part of his costs. 

In every community we know of buildings so obsolescent or de- 
pleted that they now stand idle or no longer serve the purpose for 
which they were originally intended. They are eyesores and depres- 
sants to that commercial area. They produce little or no revenue for 
their owners, and generate a minimum of taxes, either in property or 
income taxes. Because they are old and have been in service for many 
years, they carry no depreciation reserves, so that in the event of a sale 
the total selling price or near the total selling price would have to be 
subject to capital-gains income tax. Nat urally, the seller is going to 
put his selling price high enough that he can realize a tidy profit even 
after paying a large sum to our Federal—and in the case ‘of Oregon— 
and State Governments. These Senne prices are generally beyond 
the reach of the small-business man; so if large businesses do not 
desire that property, it sits there year after year neglected and depre- 
ciating the vali 1e8 of the properties that surround it. 

However, if the emergency is enough, and the small-business man, 
or group of small businesses do pure hase that deteriorated building at 
this high price and build an off street parking space, then our Gov- 
ernment says that the pars ground j is worth the original cost, plus 


the cost of the building that no longer remains, plus the cost of de- 
molishing the building, an it plus the cost of putting it in usable form. 
This places a fants tically high price upon that real estate. It is 


little wonder that so many old buildings remain in our business dis- 
tricts. It is far cheaper to close up shop and move away for those 
whocan. A hotel cannot. 

We have seen whole commercial districts in our cities wither and 
die, and at the same time the traflic congestion becomes more and 
more a problem. ‘The businessman who continues in that location 
finds that he is operating a business that is dying in an area that has 
been and should be a good business location. It seems appropriate to 
me that we recognize our present laws are only accelerating this con- 
dition and inducing more business failures. Jt is time we do some- 
thing about it, even if it means a new approach to this old problem. 

If would propose then, for your consideration, that when a business 
or a group of businesses in a coordinated plan, purchase obsolescent 
or depleted buildings, tear them down in the public interest to make 
public parking areas, that the Internal Revenue Service assist rather 
than penalize that business. I propose that the Internal Revenue 
Service give to the purchaser in an orderly manner over a period of 
years ¢ redit in either of the following plans or I would suggest that 
these may be a thought to start with ‘and find something else will be 
even more practical. 
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First, I would credit to the buyer the amount of capital-gains tax 
paid by the seller. I’d credit the buyer over a period of years for 
what the seller has paid in capital gains. Or, secondly, to credit the 
amount of difference between the price of that lot and building plus 
the cost of demolishing the building, and what is considered a fair 
market price if the land only were involved and there were no build- 
ings on it. 

Mr. Errcxson. Excuse me, Mr. Temple. Mr. Chairman, just one 
question here. When you say credit, you mean allow a deduction over 
a period of years ? 

Mr. Temes. Credit—yes; from the taxable income. 

Mr. Erickson. Right. 

Mr. Tempter. Not in tax itself. 

Mr. Erickson. In other words, a writing off of that excess over that 
fair value which you arrived at by either of those methods. 

Mr. Tempe. Yes, sir. Just the same as we would do for our equip- 
ment. In other words, this difference between the cost of the property 
and its true value, or the amount of the capital-gains tax paid by the 
seller of the property could in a number of years be charged off as a 
business expense and thus encourage the setting up of offstreet parking 
areas that are so vital to our businesses today. 

It is recognized that this proposal is a radical departure from our 
present tax ‘Jaws, but a closer study will indicate that it is practical, 
long-range planning. I might stop here and mention that the urban- 
renewal program of our Federal Government in which it is proposed 
that the municipal government appropriate money, buy depleted 
property, raze the buildings, get the property in sal: ible form, sell it, 
and the Federal Government will participate in two-thirds of the loss 
suffered. The municipal government bears the other one-third of the 
loss. I’m trying to find something in which the businessman him- 
self can do it without the cumbersome other system. 

This plan would accelerate the removal of obsolete or vacant 
buildings from commercial districts without appropriation of mu- 
err il or Federal funds. 

. It will give the small business or group of businesses, acting 
cooper atively, an opportunity to compete with the big-business-owned 
shopping center or super market. 

3. It will assist in a measure to the solution of every city’s major 
traffic problem, the on-and-off-street parking and the traflic movement. 

fic It will restimulate business in those areas adjacent to the newly 

‘eated parking areas. 

5. It would appear at first glance that the Federal Government would 
be subsidizing this program to a great extent, but that is not necessarily 
the case. 

In this proposal of the capital-gains-tax credit, the Government 
actually receives the taxes and merely allows credit on future income 
taxes on property that was showing little or no profit. Also worthy of 
consideration is the fact that had the need for the a quisition of park- 
ing space been great enough and the plan well enough conceived, in 
many instances the additional profit brought to the businesses par- 
ticipating will more than offset the tax credit permitted as a deduction. 

I would suggest however, if this proposal be considered, that such 
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offset consideration should be in effect only so long as that property 
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could be considered as public off-street parking, regardless of whether 
it is available only for the customers of the businesses concerned or 
whether it is complete ly public. Thus, if a building were to be torn 
down and a service station or other business that offered only a lim- 
ited amount of its space for parking were to be erected and operated, 
then and in that event, the project would not be eligible for the cred- 
its otherwise given. 

This proposal that has been presented follows rather closely the 
Federal program of urban renewal, but instead of a cumbersome, 
expensive and slow process, the total loss of which is borne by the 
municipal and Federal governments, it seems logical to permit the 
busonessman or group of businessmen to help themselves to prosperity 
at no cost to the general public. That, gentlemen, is all. 

Senator Morsr. Senator Thye? 

Senator Tyr. I have no questions. A very good statement. 

Senator Morse. I'll say, Mr. Temple, that really the most important 
compensation you get out of my job is the educ ation you get out of it. 
We just move on this job from seminar to seminar and if I had had 
to try to pass an examination on the points you raised in this paper 
about what happens to the taxpayer who owns one of these old obso- 
lete buildings, I would have flunked it, because I wasn’t aware that 
it is handled that way. And I always feel pretty good when I can 
say to myself, “Well you know a little bit more than you did 20 
minutes ago.” 

Mr. Tempe. Senator, you know I- 

Senator Morse. So I’m glad you gave that lecture on what’s hap- 
pening in the handling of those obsolete buildings. 

Mr. Tempter. You know, I’ve been interested in munic ipal affairs 
for a number of years. Currently I’m on a planning commission 
and we're working on this problem. We’re up against something 
that we find is going to take the cooperation of the individual and the 
community and perhaps some other steps in order to solve it. And 
yet if we don’t solve it, the very finest businesses and property in our 
town are being abandoned and ‘they will soon be second class. 

Senator Morse. That’s in Pendleton. 

Mr. Tempe. That’s in Pendleton. There are several buildings 
that have been in service for 80 years. 

Senator Morse. I think I know the area. Well, good luck to you 
and we'll do what we can to help you. 

Mr. Temete. Thank you. 

Senator Morse. Our next witness will be Mr. Harold B. Hutchin- 
son, attorney, Portland. Mr. Hutchinson, we’re very glad to have 
you here. 


STATEMENT OF HAROLD B. HUTCHINSON, ATTORNEY AT LAW, 
PORTLAND, OREG. 


Mr. Hurcurnson. Thank you, sir. I have prepared a statement, 
portions of it I’m going to skip because I can see that it’s too long 
and I note already that a lot of the points have been covered. 

Senator Morse. Let the record show that your full statement will 
be inserted at this point in the record and you may speak now to it, 
by way of digest and summary. 
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Mr. Hutcuinson. Thank you, Senator. 
(The document referred to follows :) 


Tax RECOMMENDATIONS OF HAROLD B. HutTcHINnson, TAx ATTORNEY, PORTLAND, 
OREG., TO UNITED STATES SENATE SELECT COMMITTEE ON SMALL BUSINESS 


My name is Harold Hutchinson, attorney, Portland, Oreg. 

These hearings are most important to all of us, and the invitation to present 
these recommendations to the committee is appreciated. 

In these times, taxes not only skim all the cream off the bottle, but they leave 
very little else. Reduced to simple terms, the impact of Federal taxation on 
small business is overwhelming. No business decision of any consequence can 
be made by today’s businessman without the prior careful consideration of its 
tax consequences to him. A failure to adopt this approach is an open invitation 
to disaster. 

Directly attributable to today’s crushing tax burden is the trend for the big 
to become bigger and the small to disappear. This is not good for anyone, big or 
small. Tax-free mergers, consolidations, and exchanges are none too gradually 
eliminating the small-business man. Capital-gain liquidations are also taking 
their toll. These devices and many others of a similar nature have become popu- 
lar, because successful small business has reached a point of no return. Business 
bears the burden of financial risk, and Government harvests the landlord’s share 
of the crops. Contrary to the competitive system that founded the economy of 
this country, our present tax laws prevent growth. 

Small business is still the major employer in this country. The basic economy 
of this country is still founded on the survival of the small-business system. The 
ambitions to work for yourself and to grow and prosper, and, if you will, to be- 
come big business, produces the individuals that make our economic system 
work. 

In suggesting tax relief, I have concluded that there is no need to sharply de- 
fine small business as distinguished from big business. The problems to greater 
or lesser degrees are similar. And for like reasons no attempt is made to ap- 
proach this problem on an individual or geographical basis. Certainly it is safe 
to say from here that the Pacific Northwest needs some economic attention. Our 
basic industry in this State, timber products, is a sick patient. Nonetheless, it is 
submitted that Federal tax relief cannot be given on a geographical, an indus- 
trial, or on an individual basis. Apart from the serious technical problem of un- 
equal application of law, any such approach would only be piecemeal and, worse, 
temporary. The problem should be permanently solved, after studies such as 
this, so that all tax revenues offsetting reasonable tax spending will do some bet- 
ter than balance the national budget. Federal deficit spending can’t continue 
forever, but taxation increasing to the level of confiscation can’t continue much 
longer, either. 

The Congress has already recognized that small business has special economic 
problems. The Small Business Act of 1953 is a step in the right direction, but 
only a step. The loan limits are still too low, and that agency is hampered by 
its still temporary status. Good, sound loans are being rejected, because the 
low legal-loan limits make unsound a loan that for a larger amount would be 
good. 

Outside investment capital is many times unavailable to small business, be- 
cause the risk to the investor is not proportionate to the meager return on his 
money. The minute dividend credit allowed under the 1954 Internal Revenue 
Code does not, in my opinion, help at all. Three, four, or five times the allowed 
4-percent credit would be required to bring idle capital out of hiding and into 
risk ventures. In the final analysis, small business is local business, and except 
for local capital there is usually no place else to turn. Today’s hard-money poli- 
cies, high-interest rates, limited long-term money, first strike at the heart of the 
less attractive risk—small business. When loan funds tighten, then, ironically, 
those who need money least are the most likely to get it. 

Businessmen do not expect the impossible from Government—and almost 
unanimously are willing to carry their fair share of the tax load. But business 
must make and keep some operating capital to run. Today this has become 
increasingly difficult. After Federal and State taxes have taken their toll, too 
little cash remains in the till to run the business. A modern business cannot 
remain static. Either it grows, with ever-increasing cash needs, or it dies. Com- 
petition sees to that. Without resorting to Federal or State subsidies to the 





PT ee ae a ee 


0} 


in 
a 


TAX PROBLEMS OF SMALL BUSINESS 1033 


inefficient, which is really a transfusion to a cadaver, Congress should, as its goal, 
make available to small business, through tax relief, enough retained earnings to 
allow efficient business to prosper. Tax relief granted in this way does not 
reduce tax revenues. The additional operating capital provides new jobs, new 
industries, and more consumers for all kinds of commodities. 

Keeping in mind the assessment to business of its legitimate share of tax and 
the country’s continuing need for ample tax revenues, the following are urged as 
starting places in easing the business tax load: 

First: As an absolute must, and if no other relief is given, the corporate surtax 
exemption should be increased from $25,000 to $100,000. No single change in 
the corporate tax structure will provide needed working capital quicker than this 
change. It isn’t intended by this recommendation to say that small business 
should be financed by funds that would otherwise go to the Government. Adoption 
of this recommendation, as I will later point out, will provide the seed for new 
industry and payrolls which will in turn result in new tax sources. It is unreal- 
istic today to apply the full 52-percent corporate rate on each and every dollar 
exceeding $25,000. If the Congress feels that such exemption increase is too 
drastic, the least alternative then should be to graduate the surtax rates so that 
the application of the maximum rate is deferred to the higher brackets. If relief 
is to be given in this area it must be granted boldly. Nothing will be accomplished 
by nibbling away at exemption brackets or graduated rates. The need is sub- 
stantial and so should be the relief. 

The greatest opposition to the increase of surtax exemption brackets, or to any 
other tax relief for that matter, will be based on estimated of revenue loss. The 
committee is urged to carefully analyze these estimates. If they are based on 
reportable gross income of the preceding year or years they cannot be accurate. 
Why? Because revenue loss estimates based solely upon the decrease of tax 
revenues as applied to past years’ taxable corporate income accept the premise 
that tax reductions always result in a complete loss to the Government. This 
just isn’t so. This capital, like any other, would have commenced to circulate. 
It would have reached the hands of the machinery manufacturer and, in turn, 
the steel company producing its elementary component. It would have provided 
the new jobs that support the grocer, the builder, the dry-goods merchant, the 
dentist, and so ad infinitum. It would have attracted new capital to form 
entirely new taxpaying businesses. The estimated losses would not have occurred 
in fact. It is not inconceivable that the very opposite would have resulted— 
greater revenues. 

As a concrete example, my law firm represents two small businesses in a small 
Oregon community. Ten years ago this community had a population of a few 
hundred individuals, mostly retired or semiretired. As a result of the investment 
of less than $500,000 of risk capital in these two businesses by farseeing indi- 
viduals, today’s story is: 

1. The town has grown to about 3,000, or 4 times in size. 

2. The 2 companies hire about 800 employees, or the equivalent of the 
entire population prior to the entry of the businesses. 

3. The remaining 2,200 persons not employed are either directly or in- 
directly supported by these industries. 

4. Well over $1 million of new construction has taken place, and much more 
is scheduled. 

5. The company’s payrolls are approximately $2,170,000 per annum, and 
they pay withholding taxes of approximately $400,000 per year. 

This is a small but graphic illustration of the effects of risk money invested 
in new business. This illustration can be repeated many times over if such 
risks can be kept attractive. 

Big business has its stock and bond market to attract investment capital. 
Small business does not. The source of capital for small busines was historically 
and still is the individual, local, small investor who has both vision and the hope 
of an investment return commensurate with the risk assumed. Nothing short of 
the adoption of this primary recommendation will give to small business a fight- 
ing chance to compete with big business in getting its fair share of risk capital 
and money to operate on. 

Second: Section 167 of the 1954 Internal Revenue Code should be changed 
immediately to allow the alternative depreciation rates to apply to used equip- 
ment. There is no justification for penalizing the businesman who acquires used 
rather than new equipment. Special factors, not the least of these being the 
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shortage of capital, may require the use of used equipment. To this may be 
added more economic purchase values, lack of sufficient installment purchasing 
credit, and'many others. Faced with the present discrimination, businessmen 
may elect to purchase new equipment to get the benefit of the new depreciation 
rates when such a purchase is not economically sound. After all the proposed 
change is but short-term relief since after the equipment writeoff the deprecia- 
tion deduction is gone. 

Third: Forced liquidations growing out of the immediate payment of Federal 
estate taxes merit relief. These taxes must be paid in the relatively short period 
of 16 months following death. It is presently nearly impossible to compute the 
estate-tax liability of a decedent whose estate includes a substantial interest in a 
small business. Intangible factors affecting value, such as good will, earnings 
history, prior dividend records and the lack of market value evidence available 
to taxpayer, leave the assessment of estate valuation to the none too tender 
mercies of the revenue agent. 

Take the plight of the small-business man. If he owns stocks listed on the 
national exchange these have a ready market and could be sold at the date of 
death for the exact price that will be shown on his estate appraisal. However, 
if the estate assets consist principally of stock or other ownership in a small 
business, invariably there is no current market for such assets. Furthermore, 
the valuation formula applied to such small-business assets nay very well result 
in a value substantially in excess of what these assets will actually bring. For 
this reason, it is entirely fair that estate taxes be spread over a reasonable 
payment period. The present estate-tax lien law adequately protects the Gov- 
ernment’s interest. Deferral of payment will allow the small to survive. Con- 
sideration should be given under these circumstances to allowing the payment of 
Federal estate taxes, where the amount exceeds, say, $25,000 over a 5-year 
period. 

As an attorney representing small businesses, it is my considered opinion that 
the three tax relief measures suggested are needed and are sound. 

As a footnote and with no hope of relief there is attached to this statement a 
list of State and Federal forms required to be filed by a typical small business. 
This list is not theoretical but is actual. No comment is needed since the list 
speaks for itself. In brief, it contains 41 separate reports. 

If business is allowed to keep a more equitable share of its profits the real 
benefits will accrue to the country as a whole. There is today a growing tend- 
ency to search out’ the loophole in tax legislation and wiggle through. It is 
submitted that this searching out is in no small part occasioned by oppressive 
tax laws. 

Sound progressive legislation was never developed in a vacuum. Hearings in 
Washington can be attended by a very small minority of business and its repre- 
sentatives. It is a very heartening thing to see our Congress conduct hearings 
such as this throughout the major centers of the country. I can think of no 
method better calculated to advise the Congress of the problems which it has the 
duty to solve. It is hoped that these hearings will result in an omnibus bill 
amending the 1954 Internal Revenue Act granting relief long overdue to the 
small businesses of this country. 


State and Federal reports filed by small business 





Agency Form No. or name Comments 


PAYROLL REPORTS | | 
| 
| 
i 


1. Bureau of Public Roads... Stencil No. 337, wage affidavit... Monthly report per job on which 
Bureau of Public Roads money 
used. 

2. Bureau of Public Roads_.- -- P. R. 100, summary of weekly 

roll 
3. Bureau of Public Roads. .-- Certified copy of payroll Furnished with P. R. 100. 
4. Bureau of Public Roads--.-- P. R. 200, contractor’s report of | Quarterly report by grades of 
employees. employees on Burean of Pub- 
lie Roads financed jobs 
5. Various... -.- a ae Copeland Act affidavit (antikick- | Furnished weekly with Govern 
back). ment-financed jobs, certified 
copy of payroll accompanies. 

6. State of Washington. Stencil No. 220 Same purpose for State of Wash- 
ington as No. 1 above. 

7. U.8. Air Force.... P. R. A. No. 176, wage affidavit 


and certified copy of payroll. 


39. 


40. 


po 
wl 
bu 
ca 


. Oregc 
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State and Federal reports filed by small business 


PAYROLL REPORTS—Continued 


Housing and Home 


Agency 


. Commerce Department... 


m Unemployment Com 
ition Commi 
Treasury 


pens 


U.3S. 


SSLON, 


U.S. Tre i 
| Treasury 
U.S reasury 
State of Oreg 1 
I S. Treasu 





17. State of Orege 

18. State of Oregon 

19, Stat f Oregon Industrial 
Accident Commission 

20. State of Washington Employ 
ment Security Department 

21. State of Washington Depart- 
ment of Labor and Indus 
tries 

22. U. 8. Treasury 

23. State of Oregon Bureau of 
Labor 

24. State of Oregon Bureau of 
Labor 

25. State of Oregon Industrial 
Accident Commission 

26. Stat f Oregon Industrial 
Accident Commission 

27. City of Portland 


28. City of Vancouver 


29. State of Oregon 


39. 
40. 


41. 


w 
businessman. 


. State ci 


7. General 


State of Washington 
State of Idaho 

U.S. Treasury 
State of Oregon 
Multnomah County 
Lane Counts 

Ore 


Services Administra- 


tion, 


. State of Washington. 


MISCELLANEOUS REPORTS 
Oregon Bureau of Labor 
Department of Commerce 
State of Oregon 


ment Compensation 
mission. 


Unemploy- 
Com- 


Mr. 


helming. 


Finance 


Hurcuinson. I 


SMALL 


Form No. or name 


H. H. F. A.-1, certified copy of 
payroll and affidavit. 

Hill-Burton Act 
Act affidavit, form different size 
and shape than No. 5 above. 

Employer’s contribution report 


jobs Copel 1 


Form No. 940, annual Federal tax 
return of employers of 8 or more 
individuals under the Federal 


r 
ment Compensation 
Form No, 941, employers quar- 
terly Federal tax return. 
Federal depository receipt 


Form W-2 withholding tax state 
meut. 

Form 99-\\ 

W-3 reconciliation of tax with- 
holding from wages 

Form 96-W quarterly return of 
income tax withholding. 

Form 96-R annual reconciliatior 
f quarterly withholding state- 


ments. 
roll and cont 


SF 4208, 


yees m ynthly pay- 

ribution report 

employers contribution 
report. 

or 


po 


7578, employers quarterly re- 
‘t of payroll. 


W-4 employees withholding cer- 
p10} 
tificate 
Certificate of age for minors 
Emergency overtime permit 


APD Form 7, inspection report 


Form No. 20, accident claim 


Business license 
Business and 
return 
Corporation license 
Corporation license 
do 
Federal income tax return 
Oregon excise tax return 
Personal property tax return 
do 
Prequalification of bidders 


occupational tax 


Standard Form 129, bidders mail- 
ing list application. 


Form 2406, excise tax return 


Inspection fee receipt. - 
Form BE-452, 


ment expenditures survey. 
Forecast of employment 


BUSINESS 


plant and equip- 
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Continued 


Comments 


r ; 
Used 
jobs. 


Hospital cor 


on college construction 


struction. 


Quarterly report. 


Annual report. 


Accompanies monthly FICA and 
Federal withholding payment 
to bank. 

1 annually for each employee 

Do 

Annual. 


1 each employee. 


1 each minor. 


Needed for working women over 
§ hours per day. 
Accident pre vention 
report and reply. 
1 set or more per 
weident. 
Annual | 
gross receipts. 
Bimonthly tax return eomputed 
on gros 
Annual. 
Do. 
Do. 


inspect ion 
employee per 


computed on 


icense 





S$ receipts, 


Do. 
Do. 

Financial statement and related 
information to bid State work, 
annual. 

Financial information and sales 
activity information to bid 
Federal work, intermittent 

Bimonthly, based on gross sales. 


Annual 
vessels 
Quarterly. 


inspection of pressure 


Monthly. 


started off in my statement by taking the 
position that the impact of Federal taxation on small business is over- 


I doubt that there is much question about that to today’s 
I know from the standpoint of an attorney a client 


can’t make any important business decision today without considering 
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its tax consequences. If he doesn’t, he’s in dire trouble to start with. 

It would also appear that today’s tax burden is creating a trend 
for the big to become bigger and the small seem to disappear. This is 
not good for anyone, it’s not good for the big-business man and it’s 
certainly not good for the small-business man. Attorneys and ac- 
countants are seeing tax-free mergers, consolidations, exchanges, capi- 
tal gains liquidations. These are popular with businessmen today 
because small business, particularly a successful one, has really reached 
the point of no return. The business bears the risk of financial losses, 
yet if they make profits, the lion’s share really is going to the Govern- 
ment. I submit that contrary to the competitive system that founded 
the economy of our country, that our present tax laws today prevent 
the growth of business. 

Now small business is the major employer in this country and the 
basic economy of our country is tied to and founded on the survival 
of the small-business system. And, obviously, small-business men all 
have the goal to be not only successful but eventually to become big 
business. 

In preparing the recommendations that follow, I concluded that 
there was no need to try to sharply define the differences between small 
and large business. The problems, while they may affect each differ- 
ently, in degree are otherwise basically the same. And to attempt to 
approach it or on individual or a geographical basis is, at least in my 
opinion, error. If you want to relate tax problems to the Pacific 
Northwest, I thik it’s quite safe to say that we need some economic 
attention hers (‘ur basic industry in this State which used to be the 
basic industry of Senator Thye’s State, timber, is a sick patient in the 
State of Orega.1.a01I’m sure Washington, too. 

Senator TH 8. Jo you mind if I ‘interrupt at this point? 

Mr. Hutrcun’s7n. No, sir. 

Senator Tuye. Mr. Chairman, we have found that what was at 
one time looked “run as the weed of the forest, the product that now 
goes into the pulpwood mills, is actually today furnishing good em- 
ployment and has permitted some very, very successful business opera- 
tions in our paper and pulpwood mills, because we, through research— 
and you're familiar with it and you have the same question out here— 
were able to successfully make use of what at one time was looked 
upon as the weed of the forest. 

Mr. Hurcuinson. That is very true, sir. 

Senator Tuyr. And the Northwest has today been engaged in oper- 
ating and making lumber out of your very finest of lumber tree. But 
the day will come when that will be exhausted unless very wisely 
managed and planned for. And then you’re going to have to turn to 
some other type of wood products operation. We are very proud of 
our pulpwood mills at Cloquet, Grand Rapids, and so forth, and I’ve 
always had the feeling—I’m sorry, Mr. Chairman, I’m really enthused 
about the research, this phase of if.” 

Senator Morse. Goright ahead. 

Senator Tuyr. I’ve always been very much in favor of research, 
and the research in that field has opened up avenues of opportunities 
that promise a good future in that cutover area where the very oper- 
ator—that is, today the extensive operator in the Northwest, was 
the man who harvested that area in the early years. And yet he’s 
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operating now in the pulpwood operations that is furnishing employ- 
ment and a revenue to the State greater than the day that he took the 
white pine log off the land. I just give you that as a sideline, because 
don’t overlook the research phase. 

Mr. Hurcninson. ‘Those who do are going broke, sir, right now. 

Senator Tuyer. The research ¢ 

Mr. Hurenison. Yes, sir. The timberman and the sawmill man 
and the pulpwood man who fails to keep abreast in the timber indus- 
try in this State today is the man who is going broke. 

Senator Tuyr. Yes. That’s what I mean. But I say, the research 
is the important phase of it. And while I was taking the saw log 
out, every time I buy a stick of saw log—a plank out of a saw log, 
) chances out of 10, it came out of the Pacific Northwest, and it’s been 
transported all the way across the United States to the central part or 
the Missisippi Valley. And it’s come out of the Northwest mane 
[ could go on and name you companies right now whose lumber 
find in the lumberyard at Northfield, Minn. And yet, the day rl 
come when you'll go right back over your same area and take for your 
pulpwood mills and your paper mills that which today is frowned 
upon as a timber, and you'll have a bigger harvest out of it. But you 
haven't gotten to that stage. 

We are gleaning the forest in our State today and making good 
money to. I mean, as an industry. 

Mr. Hurcuinson. Yes. 

Senator Ture. Excuse me. 

Mr. Hurcninson. Not at all, 1am interested. 

Senator Tuyr. I shouldn’t have taken your time. 

Mr. Hurcurtnson. It is submitted to the committee that you can’t 
give Federal tax relief on a geographical or an industry or an indi- 
vidual basis. You’ve got, as Senator Morse well knows as an attor- 
ney, technical problems of unequal application of law, and in any 
event if you approached it from that standpoint, it would be piece- 
meal and probably not successful. 

I concede that the problem that the Senate has and that we all have 
is to—after studies—so solve our problems that tax revenues offsetting 
reasonable tax spending will do something better than to balance the 
national budget. That’s an oversimplification, but it’s the basic goal. 

Federal deficit spending can’t continue forever, but taxation and 
increases to the level of confiscation can’t continue much longer, either. 
Now the Congress has already recognized that small business has spe- 
cial economic problems. The Smail Business Act of 1953 is a step in 
the right direction, but it’s only a step. The loan limits are too low 
and the agency is hampered by having a still temporary status, even 
now, in 1957. 

I could also advise, of my own knowledge, that good and sound loans 
are being rejected by the Small Business Administration because their 
legal loan limits make unsound a loan that for a larger amount would 
be a good loan. That’s a common problem with bankers. 

Outside investment capital is many times unavailable to small busi- 
ness because the risk to the investor is not proportionate to the meager 
return on his money. We'd better face facts. The available money 
is in limited numbers of hands and, unfortunately, most of those peo- 
ple are in the high brackets. The minute dividend credit allowed 
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under the 1954 Internal Revenue Code does not, in my opinion, help 
at all. Three, four, or five times the allowed 4 percent credit would 
be required to bring idle capital out of hiding and into risk ventures. 
In the final analysis, small business is local business and, except for 
local capital, most times small business has no place else ‘to turn for 
their money. You get into times like these with hard-money policies 
and high interest rates; these strike small business first; and, unfor- 
tunately, when times like these arrive and loan funds are tightened, 
then the fellow who needs the money the very least is going to be the 
first one to get it, be it the bank or the Small Business Administration 
or whatever other source. 

Modern small businesses can’t remain static; either they have to 
have enough money to keep going and to keep progressing and im- 
proving or they are going to die in competition, which very rapidly 

takes care of it. We, I assume, concede that Congress has the goal 
of making enough money available through tax relief to small busi- 
ness to let it survive 

Keeping in mind that business is entitled to and is obligated to share 
its legitimate portion of the country’s tax, I’d like to suggest these as 
starting points for the committee: First, and as an absolute must, and 
if no other relief is given, the corporate surtax exemption should be 
increased from $25 000 10 to $100,000. No single change in the corporate 

tax structure will provide needed operating capital any quicker than 
this particular change. It isn’t intended by this recommendation to 
say that small business should be financed by funds that would other- 
wise go to the Government. Adoption of this recommendation, as I 
will try to point out, will provide the seed for new industry and pay- 
rolls which will in turn result in new tax sources. It is submitted 
that it is unrealistic to apply a 52-percent corporate rate, whether it 
be the very smallest or the very largest, to every dollar over $25,000. 

Now, if Congress felt that such a “recommend; ition was too drastic, 
then, of course, the other avenue of approach is to make changes in 
the graduation of the corporate rates, though certainly the first is 
recommended as a better method of doing it. I do suggest that if you 
are going to give relief in this area where it’s most needed that it ought 
to be given very boldly. If you’re going to give a quarter of a percent 
or a half of a percent, not unlike the 4-percent dividend earned credit, 
T think you’d make everyone happier by doing nothing, because you’ve 
got a substantial need and there, therefore, has to be substantial relief 
given. 

As an attorney in examining tax bills that are submitted, I note 
that the Internal Revenue Service apparently, or someone, always 
puts at the bottom—lI take it for the help of the Congress—that so 
much revenue is going to be omitted or lost because this is passed. 
That is a pretty negative approach. I heard one of the gentle- 
men—I think the professor from the university—state that it would 
be the difference between 83 up to 94 percent. Well, yes; that’s 
true if you assume that you stagnate every dollar that you take 
out. I hope that we dont make that assumption. Now, if a dol- 
lar is saved in taxes to a company, it doesn’t mean that a dollar is 
lost to the Government. In fact, the reverse can very well be true. 
It can mean actually more money to the Government. And if 
the committee will analyze those estimates, I’m sure that you may 
very well arrive at the conclusion that they are not accurate be- 

cause revenue-lost estimates are based upon the decrease of tax 
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revenues applied to past years taxable corporate income necessarily 
accepts the premise that tax reductions always result in a complete 
loss to the Government. 

Senator Morse. I’m glad you are making this point, Mr. Hutchin- 
son. I don’t want to inter rupt at any length, but 1t’s so difficult to get 
across. It’s really an economic, philosophical point, but you can’t 
escape the application of these principles. I try, sometimes, to put 
it this way. We got a look at a successful business, large or small, as 
the business is vested with the public interest. If there is anything 
we have demonstrated in these hearings, it is we’re not anti-big busi- 
ness. We recognize the complete, coordinated relationship, economi- 

cally speaking, ‘between big business and small business. Big business 
is going to be in an awful shi ape if we ever eliminate small. business, 
and vice versa. 

Now, on this dollar that you have just been talking about, if that 
dollar doesn’t go into the Treasury, what remains for reinvestment, 
for example, in a successful business, or helps make business more 
successful, it increases the value of the assets of the community. It 
increases the wealth of every citizen in that community because that’s 
a hard thing to get people to see. But I am always a little amused 
when, for ex xample, a businessman says, “I did it all alone.” Well, he 
did no such thing. Everybody helped. The economic environment, 
in which he couldn’t do what he says he did entirely out of his own 
personal initiative, was the greatest asset he had. And that’s why 

find myself so strong for the point you just made in here. 

I’m not influenced by the little fine print at the bottom of these 
bills, let me assure you. Oh, I take note of it, of course, but it isn’t 
a question of how much would the Federal Treasury lose. Rather, 
the question, as I study the facts, is this: What will be the result of 
this course of action on the economic wealth of that community ? 
The situation is the same whether it’s a farm-implement establishment 
in McMinnville or a Klamath Falls machine shop such as the one we 
were so interested in yesterday afternoon, or any one of these other 
businesses mentioned in these hearings. What will be the effect as 
far as the economic wealth of that community is concerned? Now, 
if the result is going to be, as somebody said here this morning, to 
make jobs, the result is going to be to increase the standard of living 
of people in that community so that more tax dollars are going to 
flow into the Treasury. Let me tell you, I’m not the least bit con- 
cerned about whether or not I’m supporting something that is dis- 
criminatory if it is discriminatory in the proper use of that term. 
Just so it’s not illegally discriminatory. 

This point that you make caused me to engage in a little speech I 
didn’t intend to make. You just picked one of my prejudices, shall 
we say. I think it’s a good prejudice because it’s the kind of a preju- 
dice that will strengthen business, small and big, if properly carried 
out. I’m glad to have it for this record. 

Mr. Hurcutnson. Thank you very much, Senator. Just for one 
more second, to take what happens to that dollar, if that dollar is left 
in the business and it does create the new jobs, it starts right in and it 
goes from the job to the employee to the grocer, the builder, the dry- 
goods merchant, the dentist, and it whirls or spins 7, 8, 10 12 times. 
That’s not bad. It attracts new capital to form entirely new taxpay- 
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ing businesses. The end result may very well be that the so-called 
estimated losses of revenue actually end up as gains for the Govern- 
ment. And it’s certainly a gain for ‘the community. 

Now as a concrete example my law firm represents two small busi- 
nesses in a small Oregon community. i wasn't going to name it but 
I'm going to tell you the name of the town, it’s Brookings, Oreg.— 
little, tiny Brookings, down in southwestern Oregon. Ten years ago 
this community had a few hundred individuals most of them semi- 
retired and I believe most of them grew lily bulbs, if I remember 
rightly. 

Now as a result of less than $500,000 of risk capital by good, far- 

seeing businessmen in that little town of Brookings, Oreg., here’s what 
has happened. The town has grown to about 3,000 people, about 4 
times in size. Those 2 companies right now hire about 800 people, o1 
the equivalent of the entire population less than 10 years ago. 

The remaining 2,200 persons not employed are either directly or in- 
directly supported by these industries. The industries by the way 
are 1 sawmill and 1 plywood plant. 

Fourth, over a million dollars of new construction has taken place 
and much more is scheduled. Fifth, the companies’ payrolls are 
approximately $2,170,000 per annum and they pay withholding taxes 
of about $400,000 a year, or almost the equivalent of the investment 
made less than 10 years ago. Now, that’s where you lose money by 
reducing taxes. 

Senator Ture. Mr. Hutchinson, if you don’t mind an interruption 
at this point, that was exactly what I was trying to bring to the fore- 
front. Just sawing the log into lumber and shipping the lumber out 
does not necessarily mean the largest payroll. But when they put 
in the plywood mills or the plants to process the plywood and the 
mill to saw off the lumber and get it ready for the plywood opera- 
tion, they were bringing the greatest possible payroll and the greatest 
possible prosperity to that community. 

Mr. Hurcurnson. Yes, sir. 

Senator Ture. Just merely sawing that log and putting it on or 
in a car and shipping it out would not have brought the payroll to 
that community. 

Mr. Hurcuinson. That’s right, sir. 

Senator Toyz. And that’s why I say that the research is such an 
important phase of this Nation’s overall economy. I would rather 
put $1 into research than 10 cents into the Treasury. 

Mr. Hurcuinson. Right. On the second recommendation I’ve 
simply suggested that section 167 of the 1954 Code be amended to 
allow these alternative depreciation rates to apply to used equipment. 
The farm-equipment dealer dealt a little bit—skirted along the edge 
of the same problem. The feeling is that there is no justification for 
penalizing a businessman who acquires used rather than new equip- 
ment. He may not have the money. Maybe he can get a better buy 
on used equipment. There are a lot of reasons why he may choose to 
and perhaps should buy used equipment. The change, as I tried 
to show, is short term because when the equipment writeoff on de- 
preciation is completed, the deduction of course is gone. 

Then the third thing—I wasn’t here this morning but I presume it 
was covered—is forced liquidations growing out ‘of the immediate 
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payment of Federal estate taxes. These taxes have to be paid in a 
short period of about 16 months following death. Now from an at- 
torney’s standpoint, it’s literally impossible to compute the liability 
of a decedent who owns an interest in a small business. There are so 
many intangible factors involved that you end up playing that none- 
too-tender game with the revenue agents and trying to ‘get it down 
to a reasonable value. 

The little-business man has a difficult situation. His stock or his 
interest isn’t listed on any national exchange which means that it 
couldn’t be sold at the date of death for the price that would appear 
in the appraisal of his estate. ‘There’s usually no current market for 
that asset. Further, the valuation formula applied may very well 

result in a value very much in excess of what he could get on the open 
market if he attempted to sell it. 

I have suggested here that some consideration should be given to 
allowing the payment of these estate taxes where the amount exceeds— 
and I have simply thrown in the figure of $25,000 as a suggestion, 
over at least a 5-year period of time. The Government is protec ted. 
Their Federal estate tax lien laws presently on their book perhaps 
maybe should be expanded, but even at the moment they are protected. 

Senator Morse. Plus the suggestion that we had this morning about 
doing it by way of bonding, they can do it also by way of installments. 

Mr. Hurcurnson. And security pledge agreements with the 
Director’s office. 

Senator Morse. I think your 5 years isa little low. 

Mr. Hurcnrnson. I think it may very well be. Maybe 10 is far 
better. 

Senator Morse. I think 10 is better; 10 has been the most common 
figure. 

Mr. Hutcuinson. I have attached to the statement, with no hope 
of relief, a three-page list of forms that have to be filled out by a 
small business, and I pointed out that it’s not theoretical, it’s actual. 
It’s from one of my clients. There happen to be 41 forms contained 
on it. 

I’d like to close by saying that it’s a very fine thing to see Congress 
willing to come out into the field and conduct hearings like ‘this, 
because I personally can’t think of anything that’s going to help tax 
legislation more than having our Senators and our Congressmen come 
out and listen to the people talk and then go back and work on our 
problems for us. 

Senator Morsr. Thank you very much. That is a very fine state- 
ment. Senator Thye?¢ 

Senator Tryr. A very fine statement. 

Senator Morse. Senator Thye, I’d like to make an observation. 

Senator Tuyr. Go right ahead. 

Senator Morsr. While I have Mr. Hutchinson on the stand. It’s 
been interesting to me that in these hearings in addition to the small- 
business man himself, who you could say—as we lawyers say—might 
be considered as a special pleader whose testimony must be subjected 
to a rather long look, you find it’s testimony that holds up and has 
support from other sources. If we eliminate the testimony of the 
small-business man for a moment, you will note the interesting tes- 
timony that we have received from ‘lawyers, certified public account- 
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ants, bankers, and academic men. They have given us some of the 
most forward looking testimony that we’ve had in regard to this 
problem. And I want to say that, because so frequently we hear it 
said, “They represent the ultr aconservative group of the community.” 
It hasn’t been true at all. They’ve been the ones who have been a 
great help to this committee because they have studied this problem, 
come to grips with it, and they’ve come forward here with a lot of 
suggestions that we’ve heard here today and elsewhere that are going 
to hold up. 

What you’ve done, you lawyers and certified public accountants 
and bankers and academic men, is this: You’ve buttressed these busi- 
nessmen, so that they can’t say to us, “Well who did you fellows listen 
to, just the small-business men who want some help?” Now we can 
say, “Oh no, take a look at this list of witnesses and see what they have 
said.” 

I want to thank you, as a member of my profession. I want to thank 
you for the help you have been to us. 

Mr. Hutrcuinson. Thank you very much, Senator. 

Senator Morse. Our next witness will be Mr. R. W. Peterson, 
Oregon Apartment House Association. We’re very glad to have you. 
You just proceed in your own way. 


STATEMENT OF R. W. PETERSON, CHAIRMAN, SPECIAL COMMITTEE, 
OREGON APARTMENT HOUSE ASSOCIATION, PORTLAND, OREG. 


Mr. Pererson. Thank you. I have my tools of the trade (referring 
to his glasses). The following statement was prepared by a special 
committee of the Oregon Ap: irtment House Association of which A 
R. W. Peterson, am chairman. I am a certified public accountant 
and secretary-treasurer of a corporate group which own several hun- 
dred rental units in Portland. 

Mr. Sruurs. Could you give us an address of your place of busi- 
ness or of the association place, so that we might address you? 

Mr. Pererson. The association office is in the United States Na- 
tional Bank Building. I can give you my address if you would like. 

Mr. Strotrs. That would be fine. 

Mr. Peterson. 1706 Northeast 32d. 

Mr. Sruuts. Thank you. 

Mr. Pererson. The other members of my committee are Mr. Ar- 
thur D. Jones, attorney-at-law and an apartment house owner, and 
Mr. Harry W. Bruck, vice president and property manager for Com- 
monwealth, Inc., real estate and property management firm. All 
three of us are presently members of the board of managers of the 
Oregon Apartment House Association and both Mr. Jones and Mr. 
Bruck are past presidents. 

This statement, however, is made of course on behalf of the mem- 
bership of the association which totals some 500 businessmen and 
women owning some 12,000 rental units, which house an estimated 
30,000 people. Eighty percent of these members own rental proper- 
ties of less than 40 units. The majority of these buildings are located 
in Portland, Oreg., but there are also some in small town communi- 
ties. Also, the majority of our members operate their own individual 
rental properties. They therefore represent a large segment of the 
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small-business man population and further are engaged in the very 
basic service of furnishing housing to the aforementioned thousands. 
And they deal in the most per ishable of commodities, rental space, 
which, if not sold today, is gone forever. 

We hope, in addition, to speak on behalf, even if indirectly, the 

30.000 or so tenants whose homes are in our charge and could very 
much be affected by any action or inaction this committee and the 
Congress may take. It is pertinent to point out that the great major- 
ity of apartment house dwellers are in the moderate and lower fixed 
income groups which of course include many of our senior citizens 
living on pensions, social security or welfare, trades people, school 
teachers, et cetera. The responsibility and avowed desire of the rental 
industry has been, and is, to provide adequate, well-maintained, com- 
fortable living quarters for these many thousands of our people at a 
rental which leaves them at least sufficient funds for their other bare 
essential living costs. However, the apartment-house owner, like most 
or al] other small-business people, has been watching steadily rising 
operating costs and steadily rising local taxes take more and more of 
the receipts thus leaving less and less for working capital and less 
and less reward for individual effort, sacrifice, and initiative. 

To summarize then, our association who. represents a very large 
group of small-business people, earnestly wishes to join in the plea 
by all small business people here in Oregon for at least some tax relief 
from the Federal Gover nment, and soberly asserts that some tax relief 
in the very near future is not only highly desirable for its stimu- 
lating effect on business in general, but also soberly asserts that some 
tax relief is fast becoming essential if the rental owner is going to 
be able to maintain properly the homes of these thousands of our 
citizens. 

In ran 5 ~via of our statement that the apartment-house owner has 
had steadily rising operating costs of a definitely serious nature, we 
would like to bring to the attention of this committee the following 
_ which, we believe, clearly backs up this assertion and dr amat- 

7 points to its seriousness. 

The largest single annual expense item for any apartment build- 
ing is norm: ally their county pr operty taxes. This item has increased 
substantially in the last few years. To cite specific facts—the millage 

‘ate applicable for all property in Multnomah County—that is, our 
Portland area—for 1953-54 tax year was 53.5. The millage rate for 
1957-58, that is applicable to tax bills just received and in fact due to- 
day, is 70.5. This is an increase of 17 mills—an increase of over 31 
percent. Also the assessed value of the improvements, that is, the 
building item, was increased 5 percent across the board in 1955, which, 
of course, increased the tax payable even more than the 31 percent 
indicated by the millage rate changes. 

We do not intend to state or to imply to this committee that the 
increased property taxes were not necessary and/or desirable for the 
essential costs of local government and for projects which better our 
community in general, but rather merely want to point out the basic 
fact that our largest single expense item increased over 31 percent in 
the last 3 years. 


The second largest single annual expense item is most generally, 
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if not always, the heating costs. Most apartment buildings in this 
area burn the so-called heavy bl: wk oil (PS 300). In October of 1955 
the price of this fuel oil was $3 per barrel. Today, a short 2 years 
later, the price per barrel has increased to $4.25—an increase of $1.25 
per barrel—an increase of over 41 percent. As we all know, the oil 
price situation has received considerable publicity, and in fact we un- 
derstand, was reviewed by Senate investigation. In this respect, we 
would like to particularly express our grateful thanks to those of you 
in Congress and on this committee who have registered concern for 
our uniquely unenviable position in this reg rard. However, even 
though we, as stated, want it to be crystal-clear that we deeply appre- 
ciate the interest shown by you for this, our problem, nevertheless the 
facts are that the price of oil has risen as indicated above, and in 
fact increases were made even during the period of investigation. 
And we still do not know any actual justification for them, but we do 
know that our fuel oil cost has gone up over 41 percent. 

And all of our other operating costs have increased, again many 
of ‘een substantially. For ex cample, garbage collection rates have 
gone up 50 percent since October 1955, all minimum hourly rates for 
all of the service trades have le sn many as much as 20 percent 
in the last few years. All material costs have increased, and even our 
water rates increased 25 percent in July of 1955. 

It is also pertinent to point out that in many businesses increased 
costs are fairly easily converted to increased selling prices, and thus 
reasonable profit margins are maintained. This is possible only up to 
a point in the rental industry because, as stated hereinbefore, the 
great majority of the rental public are people in the moderate and 
lower fixed-income groups. Therefore, very often it is not possible 
to raise rents to offset even minor cost increases, to say nothing of the 
overall impact which the above-described combined situation has im- 
posed on the industry. 

Additionally, it is our understanding that this committee is inter- 
ested in specific proposals for appropriate tax legislation and/or sup- 
port of the proposals already considered or pending which have been 
sponsored by your members. However, since any changes in the 
revenue laws generally have far-reaching ramifications, it is of course, 
difficult for any laymen to intelligently propose specific changes or 
even possibly to completely understand proposals which have been 
made by more-informed people. Nevertheless, we can state that we 
are in favor of any and all tax measures which would reduce our final 
tax bill. And we have studied many of your committee’s proposals 
and have in fact read some of the actual bills, and for the value our 
comments may have, we submit the following with reference to those 
which appear to us to be the most noteworthy. 

1. Lower the corporate-income tax either by a graduated scale as 
suggested by Senator Sparkman and others in their Senate bill No 
352, 85th Congress, which we understand has the unique feature of 
increasing overall revenue rather than decreasing it—at least that’s 
the estimate—or by a flat reduction of the rate as proposed by others, 
particularly on net taxable income under $25,000 which clearly would 
be helping small business. As Senator Sparkman stated in his floor 
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statement when introducing his various tax bills designed for small- 
business tax relief—and I’m quoting him: 

The enactment of this bill— 
he was referring to Senate bill No. 352— 
taken in conjunction with the provisions of the 1954 Internal Revenue Code 
which gives partnerships and proprietorships an election to be taxed as corpora- 
tions, would do more than anything I can propose to bring quick and meaningful 
relief to small firms * * *, 

We certainly highly endorse that statement. 

2. Permit used property the same accelerated depreciation methods 
now allowed new property. The particular provisions of the 1954 
code which permit the accelerated depreciation methods for new prop- 
erty acquired without allowing the same methods for used property 
appears to us to be definitely discriminator y and therefore undesirable. 

3. Liberalize the payment requirements for the estate taxes. We 
cannot say enough in support of some modification of the present 
estate-tax payment requirements. As we are sure you all realize, 
when the bulk of an estate is comprised of real property, and par- 
ticularly if the property was acquired by an older person and thus 
the likelihood of sufficient life insurance or other estate-tax payment 
provision is not great; then the payments of the estate tax can render 
a very serious and seemingly very unfair hardship upon the survivors. 
It is the lack of liquidity which places real property in a position 
with regards to estate-tax payment that deserves special considera- 
tion. 

In conclusion, we wish to heartily congratulate this committee for 
their obviously keen insight into problems of small business as clearly 
demonstrated by their various own proposals. And of course to 
deeply express our appreciation for any and all consideration given 
to our specific situation. We sincerely hope that we, the members 
of the Oregon Apartment House Association, have given you in- 
formation in this statement which will be of interest to you and also 
provide you with a clearer understanding of our problems. 

Senator Morse. Thank you very muc :h, Mr. Peterson. It is a very 
helpful statement indeed. Senator Thye / 

Senator Tuy. I have no questions, Mr. Chairman, other than to 
thank Mr. Peterson for his statement. 

Senator Morse. That is all the witnesses I have listed. Are there 
any more‘ 

Mr. Cross. I would like to speak. 

Senator Morse. I want to say to this witness that I have absolutely 
no record of your expected appearance here and I am very glad to 
put you on asa witness. Will you identify yourself? 


STATEMENT OF ARTHUR E. CROSS, ACCOUNTANT, SEATTLE, WASH. 


Mr. Cross. Yes. My name is Arthur E. Cross. I’m an account- 
ant licensed under the laws in the State of Washington residing at 
Seattle. 

[ requested to appear before your committee because I represent in 
the practice that I pursued for the last 17 years the very small-busi- 
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ness man. The businessmen that I have relationships with are those 
who employ all the way from 1 to 15, 18, 20 employees. And they 
have their specific problems insofar as administration within their 
own small organizations, whether they be partnerships, corporations, 
or individual proprietorships. 

There have been very many definitions of what small business is 
and it is very hard to see in my mind a classification. Business, re- 
gardless of what it is, whether it is a single proprietorship, partner- 
ship, or corporation, is big to the indiv iduals who are involved. We 

can’t say that a small business is anything less than a hundred or 
anything less than 500. It is big business to them. 

And, of course, their problems are big problems. They don’t have 
facilities at their command to maintain offices. I go to many of my 
clients and we work on the kitchen table or we work on the dining- 
room table or he has fixed up a place in his basement. And conse- 
quently, those people are in the $6,000 to $15,000 net income bracket 
of taxable income. 

According to information published by ‘the Treasury Department 
for tax returns filed in the year of 1955, 73.2 percent ‘of the tax re- 
turns that were filed with the Department were on incomes of less 
than $6,000. So consequently, it makes up approximately three- 
quarters of our business. And that is the type of people that I am 
dealing with. 

They have a certain number of basic problems confronting them 
each day. There has been much said here today about undercapitaliza- 
tion. Of course that is his prime problem. Then he has cost and over- 
head expenditures which he has to deal with all the time. Taxation, 
their reports and deadlines. He has labor relations now with prac- 
tically one or more labor unions. Replacements of inventories, their 
cost and factors as well as the replacement of capital expenditures— 
and that was brought out heft today. I’m not going to go any more into 
that. 

Then he has bonding, banking, insurance, and all of the other small 
negotiations. Now this man, he’s his own sales force. He buys all of 
the material himself, he’s his own purchasing agent. He sees that his 
jobs are done. And if he happens to be in a business where he’s a serv- 
1ce type or mainly building trades, plumbers, electrician, painters, 
bricklayers, and so forth, he has to go out on these jobs and super- 
vise his job. He gets his labor problems that way. And he even has to 
go out and do some of the productive work himself. 

Now that’s the type of individual that we’re dealing with. They 
make up the backbone of our communities. Now the operation of a 
business has become so complex from a tax administration standpoint 
that the small-business man is so bewildered he doesn’t know whether 
he’s coming or going. He’s got social security and Federal unem- 

loyment and State unemployment and State industrial insurance— 

’m speaking of the State of Washington now. We have sales and 
business tax and then we have city of Seattle business taxes or some 
other municipal tax, Federal excise taxes of various nature that he 
contends with. He has licenses for all different types of operation 
from selling cigarettes to selling sausage. And as an example, if we 
were to take an organization that has 5 employees—now that’s not 
very big—and consider that he has labor affiliations, that he has State 
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problems as far as taxation is concerned, he files 98 different tax re- 
turns as a minimum. I should say tax returns and other information 
forms we are to use. 

Now that doesn’t consider the Federal Bureau of Labor which re- 
quests periodical labor checks. It doesn’t consider that the Depart- 
ment of Commerce comes out with its manufacturing and service 
analysis reports quarterly. And then it also doesn’t consider that all 
of the departments periodically happen to request information either 
on one individual or a group of individuals. Ironically, I happened 
to stop by a client’s place yesterday just before I left Seattle. He had 
a request from our State employ ment secur ity department for a veri- 
fication of payrolls for 1955, 1956, and 1957 on one employee. He also 
received requests for 1956 payrolls on 11 different employees. Now 
I’m the one that has to take care of those for him. He doesn’t have 
the facilities, not that he isn’t an intelligent person, but he doesn’t 
know how, it’s gotten so complex. 

If we were to take and consider in our taxation problems that these 
men maintain this little business for the creation of their own employ- 
ment as well as the employment of a few, all of these various returns 
and forms that are prepared, there have to be records that go along 
with them. They are worthless without the records. So, he has to 
maintain the information as far as social-security numbers and ad- 
dresses and what the marital status of an employee is, when he came 
to work, when he left, what days he worked, what rate of pay he got— 
by the hour or day or week or however he is paid—what his total pay- 
roll is, and deductions, and bonds, and so forth, and the check number 
that they paid him on. 

Then as far as income, in the State of Washington we have to break 
ours down into what we call wholesaling and retailing for the purpose 
of sales taxes. Or, and other types of income, but then, of course, we 
have other records as far as manufacturing tax, luxury taxes, and all 
of those that are Federal, and then the State taxes that we collect. So, 
therefore, all of the basic requirements, the regulations, the laws, stat- 
utes that are demanded of the small-business man, it just makes his 
headswim. He doesn’t have a chance. 

When I get a new client who goes into business, he just about has 
a broken arm before he’s through signing all of the applications to 
set himself up properly. Now then, “that doesn’t speak anything of 
maintaining records for computation of income-tax returns on his 
own. He’s gone out here and maintained these records for everybody 
else, and then the last resort, he keeps records on his own. 

So therefore, an ordinary little man who has created a job for 
himself as well as 3, 4, or 5 people, he doesn’t have any investment 
because he hasn’t had an opportunity to accumulate any capital, he 
doesn’t have any rental property or insurance dividends or interest 
income, he’s just a plain, ordinary person like the vast majority of 
us are. He gets so involved that he has to come to people in my 
capacity or attorneys or someone else to try to help him out. So 
consequently, it puts a terriffic burden on those of us who are in this 
type of business. 

Now, as an example, myself with our tax deadlines coming up here 
January 31 for the end of the year, the law says that we must furnish 
no later than January 31 W-2 form for the employees. I have 2,116 
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of those things to make out. Maybe I shouldn’t have so much busi- 
ness, but it is fine to write a regulation or a law, I should say, put 
it on the books, but then make it impossible for the man to fulfill it. 

Federal depositor, y came into the picture as far as we were con- 
cerned here about 3 years ago because some businesses were using 
withholding taxes for ‘capital ‘and then when it came to pay them they 
didn’t have the money. Of course they got left holding the bag with 
some unpaid w ithholding tax. I don’t condone that at all, but they’ve 
got the time up there where it only allows us, if you were to analyze 
it, not more than 714 working days to get those out to the people. 
If they don’t get them, they get pen: lized $40, $50 whatever it might 
be. I feel that that is unjust. Actually, gentlemen, it makes and 
breeds dishonesty. We are making dishonest people out of honest 
people, because they don’t feel that it is right. 

They collect these taxes. It was brought out that they should 
receive some remuneration. Well, of course, we could go into all 
of those ramifications from now until midnight, but the thing is, that 
it doesn’t appear that it’s proper to penalize a man for doing a job 
that actually the United States Government should be doing. Now 
there are chronic cases of collection problems within the erent, 
I will grant you that. But I can speak for the people that I do work 
for, and I know many of my other accountant colleagues, they pay 
their taxes on time, they’ve got their problems, they’ll do everything 
they possibly can to pay those t: ixes, but sometimes it is not economi- 

cally feasible that they can do it. Now possibly you wish an example 
of that. 

In the State of Washington if you happen to be in a business 
whereby you conduct negotiations with any municipal school district, 
say on a contract. Say you have a contract to build a school. The 
school district withholds 15 percent. This is what they call a reten- 
tion until that contract is—30 days after that contract is fulfilled. 
Our State law requires that that contractor prepay the sales tax 
which can amount to several thousand dollars before he can be paid 
off on that retention. It requires an auditor from our State tax 
commission to come out and audit the record to see that it is paid. 
Not that the liability is set up and deducted from the retention, he’s 
got to pay it out. 

The same with Government contracts. That is one big problem 
that you have with the small-business man. He doesn’t want to have 
anything to do with Government contracts—Navy Department, 
Army—U nited States Army engineers, and so forth—it’s the volume 
of paperwork, they don’t have the facilities for handling these. So 
consequently, it is a terrific burden on them. 

Now I want to just cite to you recent things that have happened 
as far as the Revenue Bureau is concerned. On October 15 the 
Revenue Bureau published a pamphlet entitled “The Employers Tax 
Information Forms.” And they sent it out to all of these employers. 
And on the front page it gives a list of what the package contains. 
It lists them down there, form W-3 and checklist for 940 and forms 
7018 and 941 and W-2 and W-4 and publication 213, and then it 
says, “For further information see circular E or send 35 cents to 
the Government Printing Office and they’ll tell you all about it.” 
Well, actually and honestly I can say that 80 percent of my clients 
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threw them in the wastebasket. You know that those forms are 
required to be filed by January 31. They sent them out 4 months 
ahead of time and there wasn’t a place in that pamphlet that showed 
or said in any bold print at all, retain this or keep it. It just said 
what it was giving you and so it ended up in the wastebasket. Well, 
of course, then we have to keep a supply on hand to fill them out. 
That is what actually happens to them. 

If you weren’t acquainted with some of the forms, and so forth, 
that you know about, in coming in contact with these, you’d be just 
as bewildered as these people are. And they are bewildered. I even 
had a client of mine take an estimated Secinnsien down as a Federal 
depository receipt and the bank took it. I still haven’t gotten it 
straightened out yet. But it’s not that they’ re stupid, they’ re just 
befuddled with all of these forms. 

Of course, when a person sits and says things about what is wrong, 
I am always of the opinion that they should say what should be 
done to remedy it. We are all very prone to criticize but then we 
don’t offer a solution. 

First of all, I think that a prerequisite for any member of the United 
States Treasury Department is that they have practiced public ac- 
counting for 5 years, get in, and find out what it’s all about. Another 
thing is, have the people who work with these everyday problems come 
in and assist in the preparation of these forms. 

Now, as an example, social security for instance. The social- 
security laws were written. We file quarterly returns. Portions of 
your benefits when you get to the proper age to draw them are based 
upon your calendar quarterly work, and so forth. But the Social 
Security Board, as I understand it—I may be wrong—they are a year 
behind in their postings. So they send to us and ask us what was paid 
a man in the last two quarters of a year, and so forth, so that we could 
get the information for them and the man can receive his benefits. 
I feel that social-security reports could be filed quarterly on amounts 
only, and at the end of the year we'll be most happy to give them a 
quarterly breakdown of it.” Then you don’t have to prepare those 
each month, or every 3 months, I should say. 

I think that with all of the forms—and they can be combined—it was 
stated here today that they could be combined. M: iny of them can. 
First of all, the Federal Government apparently is only interested 
in the Federal Government. But, take into consideration that these 
people also have State problems. We in the State of Washington have 
our problems with our State tax commission. In fact, they even 
have the laws so complicated now that our Seattle Corporation Council 
couldn’t interpret them right and it cost the city of Seattle $78,000 in 
sales tax someplace along the line. 

So, consideration should be given to the problem of the individual 
States. Now, the State of Oregon has problems which the State of 
Washington employers don’t have, or the State of Minnesota has other 
problems—Alaska, and so forth. And, consequently, if a communi- 
‘ation or even a circular letter were sent through our local accounting 
societies and associations to have us express our views, and they be 
tabulated and computed so that you will get the information from 
us, we are the ones who are doing the work. We are screening all 
of these things for the United States Government. 
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There was mention made about this article that appeared in the 
paper about these traveling allowances and so forth. That appeared 
on the front page of the Seattle Times. The next day my phone almost 
rang off the folik; and 2 days later the Treasury Department retracted 
it. But they retracted it in such a manner—they said, “We’re not inter- 
ested in the small money.” But their example, I believe, was a $35 
example. They said, “We're only interested in the thousands of 
dollars.” Consequently, they are defeating their own purpose, actu- 
ally. We try and screen these people, whereby they take what they 
should be allowed as deductions—traveling allowance—you either 
travel or you don’t travel. 

When articles appear in the press, let them come, but make sure that 
they are correct. Taxation is nearest and dearest to a man’s heart 
besides his wife, and in many instances it is nearer and dearer to him. 

I wanted to make another recommendation. The printing of forms— 
the Department allowed us as accountants, or anyone who cared to 
reproduce forms, to reproduce them at a certain size. Many of us 
bought reproduction equipment so that we could more readily meet 
the demand. Now, the Department comes out and we have to do it 
in color now. So, consequently, some of my equipment is valueless 
to us. 

There is one thing that was touched upon and that is bad-debt re- 
serves. Many small firms don’t use bad-debt reserves. They use 
actual losses. What chance does a small painting contractor or a 
sewer contractor out here digging a ditch have to write registered 
letters to people to collect money! I feel that a small business with- 
out any matters or substantiating evidences be allowed to deduct a 
certain amount, say up to $500—aggregate total I’m speaking of now, 
not individual items. Let them be allowed to deduct up to $500 with- 
out the agent saying, “Well, let’s see the 4 collection letters you sent 
him and the 1 registered, and let’s see his bankruptcy notice.” 

Senator Morsr. Now is that 

Mr. Cross. He doesn’t have a chance. 

Senator Morsr. May I interrupt to say—— 

Mr. Cross. Yes. 

Senator Morse. It’s that kind of recommendation that is helpful 
to the committee. I’m glad that we had your testimony on what you 
think this redtape problem has really presented for the small-busi- 
ness man. 

Mr. Cross. That is correct, Senator. 

Senator Morse. We’re cognizant of that, we’re familiar with that, 
although I want you to set it out ina memorandum. In the interest 
of time I must close the hearing; but what I would like to have you 
do is to submit to me or to the committee within the next 2 weeks, 
specific recommendations for legislation. This is nota legislative com- 
mittee, but we make recommendations to the legislative committee 
and would be glad to have your specific suggestions for the drafting 
of bills. 

Mr. Cross. Fine. 

os would like to read just one little sentence here and then I will 
close. 

Senator Morsr. All right. It is understood, of course, that you 
will submit recommendations. 
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Mr. Cross. Several accountants—I am only 1, but there were about 
7 of us working on it. I just want to read this. 

Senator Morse. Let’s have it. 

Mr. Cross. This is written by a certified public accountant in Seattle 
tome. It’s a personal letter but I’ll just read extracts out of it, and 
I know that it represents the feelings of many of the accountants. 

If I’m still alive on Tuesday a. m. and if the little men in white clothes haven’t 
come after me by then, I shall again be in my decimated condition in this digit 
factory, if you wish to contact me. 

That is the feeling that a lot of us have. It is a terrific problem. 
I know that there isn’t any accountant who hasn’t experienced it. 

Senator Morse. We just had this repetition all over this country. 
You’re not out of line in this criticism of the redtape. Please sub- 
mit to us a memorandum within the next 2 weeks and I assure you it 
will be made a part of the record. 

May I say as we bring these Portland hearings to a close because 
we've just listened to our last witness, I once again, Senator Thye, 
want to thank you for the cooperation you have extended to me in 
our hearings and on behalf of all the small and large business people 
in the State and the citizens generally, we want to tell you how 
honored we are to have you in our State. And I want you to know 
that I’m looking forward to being back in Washington in January 
working shoulder to shoulder with you on this committee, trying to 
put into legislative effect what our final judgment dictates is the best 
thing that can be done to strengthen small business across America. 

Counsel says that I have several other items to put into the record. 
A letter from V. L. Colt, general manager, the Peters Co.; a letter 
from Pat Dooley, speaker of the Oregon House of Representatives, 
Salem Oreg., with enclosed House Joint Memorial No. 4; and a letter 
from F. W. Brunner, of Chet’s Famous Foods, Eugene, Oreg., will 
go into the record at this time. 

(The documents referred to follow :) 

PORTLAND, OrneG., November 12, 1957. 
Senator JoHN SPARKMAN, 
Chairman of Senate Small Business Committee, 
Senate Office Building, Washington, D.C. 

DeAR SENATOR SPARKMAN: May I report, for your committee’s hearing rec- 
ords, how the steeply progressive rates of Federal income tax, coupled with 
high corporate rates, adversely affect the future of 1 small business now pro- 
viding livelihood for 50 persons? And may I firmly state at the onset that I 
oppose special-interest tax legislation and favor relief for all taxpayers? 

Our firm was founded in 1930 by the late Les Peters for manufacture of saw- 
mill machinery. Mr. Peters’ untimely death in 1948 left his widow and four 
small children unprepared, personally, to maintain the business and its payroll. 
Shortly afterward, a partnership was formed between Mrs. Peters and myself. 
Under partnership terms, I was to acquire a majority of the stock over a 10-year 
period. 

To date, personal income and corporate tax burdens in great degree have 
retarded both the partnership timetable and the natural growth of our business. 
These burdens are deterring our efforts to diversify our manufacturing to offset 
the volume decline in the sawmill-machinery field. Production of mechanical 
parking equipment and hydraulic presses has been possible in some degree. 
3ut hoped-for development of earth-moving equipment is being delayed by 
financing problems. The problem arises directly from present tax rates pre- 
venting accumulation of investment capital. 

These puntive barriers would not exist under a more favorable tax climate 
such as proposed by Representatives Sadlack and Herlong, who recognize the 
urgent need for relief through lowered personal income and corporate tax rates. 

I have no quarrel with reasonable risk-taking attendant to business ventures 
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and gains. At the same time, I honestly believe that moderation—not discrim- 
ination—must become the governing philosophy of Federal tax policy. 
Very truly yours, 
THE PETERS Co., 
V. L. Cort, 


General Manager. 


STATE OF OREGON, 
HALL oF REPRESENTATIVES, 
Salem, October 28, 1957. 
Hon. JoHN J. SPARKMAN, 
Chairman, Committee on Small Business, 
United States Senate, Washington, D. C. 

DEAR SENATOR SPARKMAN: I have been advised of the meeting your committee 
is holding in Portland, Oreg., in the week of November 11, 1957. 

Please be advised that the members of the 49th Legislative Assembly of the 
State of Oregon recognized a situation which was felt to be discriminatory to 
Oregon businessmen, large and small, and through concerted effort requested 
action from the Congress of the United States. 

The action asked of Congress is the repeal of the excise tax on transportation 
of perSons and property. This request was made by House Joint Memorial No. 4, 
a copy of which is attached. 

It is hoped that your committee will see fit to recommend that this tax be re- 
pealed as an aid to the economic development of this area. 

Respectfully, 
Pat Doo.ey, 
Speaker of the House. 


{Forty-ninth legislative assembly—regular session] 
House JorInT MEMORIAL No. 4 


Introduced by Representative Elfstrom and Senator Ohmart and Representatives 
Ahrens, Bennett, Davis, Hunt, Layman, Littrell, Meek, Rogers, Schedeen, Stunz, 
and Senators Belton, Cameron, Chase, Francis, Gill, Hare, Husband, Leth, 
Lowry, Quiring, Schlesinger, Wilhelm, Yturri, and Ziegler and read February 
7, 1957 


To the Honorable Senate and the House of Representatives of the United States 
of America in Congress assembled: 

We, your memorialists, the 49th Legislative Assembly of the State of Oregon, 
in legislative session assembled, most respectfully represent as follows: 

Whereas for the purpose of meeting wartime emergency necessary, the Con- 
gress of the United States enacted as excise taxes a levy upon the transportation 
of persons and property ; and 

Whereas one of the principal purposes of levying such tax upon the transporta- 
tion of persons was to discourage unnecessary wartime travel ; and 

Whereas today, 11 years after the cessation of hostilities, there continues a 
10-percent levy on the transportation of persons and a 38 percent levy on the 
transportation of property; and 

Whereas it is the opinion of the Legislative Assembly of the State of Oregon 
that excise taxes should not impose an unfair burden on the long-distance shipper 
and the long-distance traveler as does the present tax on the transportation of 
property and persons; and 

Whereas it should be a principle of Federal taxation to levy taxes in such a 
manner as to prevent them from falling as an unequal burden on citizens residing 
in different areas of the country; and 

Whereas the distances to, from, and within the West impose an unfair burden 
on the western traveler and shipper; and 

Whereas the present transportation tax on property is unfairly burdensome 
upon the State of Oregon, as it adds what is in effect an additional tariff on 
the goods shipped from Oregon to the eastern markets, with the result that those 
goods are not able to compete freely with the goods originating in more closely 
adjacent southern areas; and 

Whereas the State of Oregon is particularly interested in preserving the east- 
ern market as an open market in which the agricultural and forest products of 
Oregon, in particular, may compete freely with southern produce without the 
hindrance of artificial barriers such as the present transportation tax ; and 
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Whereas the State of Oregon is particularly interested in protecting and 
developing its vacation and tourist travel on an equal basis with other vacation 
travel areas; and 

Whereas the transportation of both persons and property plays such a vital 
role in the economic life of this country to the extent that the costs of trans- 
portation should always be kept at the lowest possible level ; and 

Whereas transportation is in no sense a luxury but is a vital necessity and 
there is, therefore, sound reason for distinguishing between the transportation 
taxes and other excise taxes that are imposed upon luxury items ; and 

Whereas it is the opinion of the Legislative Assembly of the State of Oregon 
that the best interest of the country and particularly the Western States, who 
are now discriminated against by the present transportation taxes, would be 
served by a repeal of those taxes; and 

Whereas there is presently pending before the Congress of the United States 
legislation which would repeal the tax on transportation of property and which 
would repeal the tax on transportation of persons; Now, therefore, be it 

Resolved by the House of Representatives of the State of Oregon, the Senate 
jointly concurring therein, that the Legislative Assembly of the State of Oregon 
respectfully memorializes the Congress of the United States to enact into law 
such legislation or any other bill or bills which would accomplish the same 
purpose ; and be it further 

Resolved, That copies of this memorial be sent to the President and Vice 
President of the United States and to all members of the Oregon congressional 
delegation. 


CHeEt’s FAMOUS Foops, 
Bugene, Oreg., November 5, 1957. 
Senator WAYNE MORSE, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR MORSE: We received your report No. 9, dated November 1957, 
and noted that you and Senator Thye are going to hold some hearings in Port- 
land on November 14 on behalf of the Senate Small Business Committee. 

As a medium-sized business which employs approximately 200 people and 
is in competition with very large corporations, we are naturally very interested 
in the work of our Small Business Committee. 

It seems to be a continuing trend for giant corporations to enter fields in 
Which they had no previous interest in order to diversify. They do it by means 
of creating a subsidiary corporation and apparently take 48-cent tax dollars 
from their giant mother corporation to assure the successful penetration of the 
subsidiary into a new business, even though the subsidiary may experience 
some unreasonable losses. 

We definitely feel that the best way to control this is to give some tax relief to 
small corporations as opposed to the large corporations, and reverse this trend 
in this way. 

We are in the cooked frozen-food business and have pioneered a good many 
cooked frozen foods from our plant in Eugene, Oreg., over a period of the last 
13 years. Within the last 8 to 4 years we have seen a number of giant corpora- 
tions enter this field. 

We think it is tremendously important for these cooked frozen-food firms to 
have to stand on their own feet just as we who actually have been instrumental 
in developing many of these ideas have to. The same thing, of course, applies 
to hundreds of other industries today. 

We urge you to do all in your power to push small-business or small-corpora- 
tion tax benefits as opposed to giant corporations because we think some legis- 
lation of this sort is a must if the free-enterprise system is to be maintained. 

Yours truly, 
F. W. BRUNNER. 

Senator Morse. I want to say to you, Senator Thye, that I am very 
sorry that I will not be flying back on that plane with you, because 
[ can’t imagine a more delightful plane companion. Senator Thye 
has the same habit I have. We just take down the pillow, push back 
the seat, and go to sleep. This is especially true when we get on at 
3 o’clock in the ear ly morning. 

But I think you ought to know what I will be doine while you’re 
on that plane. I am about to go to Hood River and take a recess 
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from my senatorial duties for a few hours as I cull 90 chickens for 
a farmer up at Hood River. He will not have anybody else cull 
them but myself, because he’s heard me say that I know something 
about poultry and he’s asked me to come up and prove it. So I’m 
on my way to Hood River. 

But seriously now for a moment, on the record, I want to thank all 
the witnesses who attended the hearing. I want to thank our staff, 
I want to thank the courthouse officials here who made these facilities 
available to us and who have given us every accommodation and cour- 
tesy that we could expect. I want the people of this State to know 
that I am very proud of the record that we’ve made in these hearings. 
This record compares favorably with the record that has been made 
elsewhere and it is my prediction that out of these hearings the small- 
business men of this State are going to realize, in the future, that a 
good job has been done in their behalf. Senator T hye ? 

Senator Tuyr. Mr. Chairman, and to you the citizens of Oregon, 
while Senator Wayne Morse and I have attended these hearings, 
not only in Chicago, Minneapolis, but here in Portland, I want to 
say to the Senator that he’s been an excellent chairman. One of the 
very best and I have sat on these committees under various types of 
chairmen, under various persons serving in the Senate as chairmen, as 
I served on some of the special investigating committees over the 
years. And there is none better than Senator Wayne Morse as a 
presiding officer or as a chairman—factual, positive, and to the point 
at all times. 

And while we both serve on this committee, I can assure you that, 
as we return and Congress reconvenes, the bills that are before the 
committees now proposing tax relief will have our every effort to 
bring them forth and to get them on the floor of the Senate and have 
them enacted into legislation before the adjournment of the 85th 
Congress. There isa need for a tax relief. 

And it’s been most pleasant, Senator Morse, to have served with you 
at these committee hearings, and also while we flew across the country. 
We are both good fliers in this, we can sleep very easily aboard a 
plane. But we did take some time out to visit. Now while I have the 
advantage, I have grandchildren, and he does not. Both of us, how- 
ever, are engaged 1 in farm operations. He has some of the best live- 
stock to be found on the Atlantic side of this Nation. I hate to admit 
this as a fellow farmer. He’s taken some outstanding prizes at various 
exhibits. 

And so I can say to you people here, in these closing moments of 
this committee hearing, that it’s been beneficis 11 that we have been en- 
gaged in these hearings, not only as we’ve taken testimony from you 
as witnesses, but the mere fact that we, the two of us, one from the 
central part of the United States such as Minnesota, and you, Wayne 
Morse, from the Pacific area of the Nation, have exchanged ideas. 

And so again I say to you, you’ve been an excellent chairman. I’ve 
enjoyed serving with you and I regret that I can’t go out and witness 
your culling of that flock of chickens. But good luck to you. 

Senator Morse. Thank you very much, ‘Senator Thye. Godspeed 
and a safe journey. T Le hearings are adjourned. 

(Whereupon at 4:25 p. m. the committee recessed, to reconvene at 
10 a. m., Wednesday, iieuiber 90, 1957, at Denver, Colo.) 
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